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OUTLOOK  FOR  THE  TOBACCO  MARKET  AND 
FLUE-CURED  TOBACCO  PROGRAM 


MONDAY,  FEBRUARY  21,  1994 

House  of  Representatives, 
Subcommittee  on  Specialty  Crops 

AND  Natural  Resources, 
Committee  on  Agriculture, 

Lumberton,  NC. 
The  subcommittee  met,  pursuant  to  call,  at  9:30  a.m.,  in  the  A.D. 
Lewis  Auditorium,  Robeson  Community  College,  Lumberton,  NC, 
Hon.  Charlie  Rose  (chairman  of  the  subcommittee)  presiding. 
Staff  present:  Keith  Pitts. 

OPENING  STATEMENT  OF  HON.  CHARLIE  ROSE,  A  REP- 
RESENTATIVE IN  CONGRESS  FROM  THE  STATE  OF  NORTH 
CAROLINA 

Mr.  Rose.  The  hearing  will  please  come  to  order. 

The  Specialty  Crops  and  Natural  Resources  Subcommittee  of  the 
U.S.  House  of  Representatives  Committee  on  Agriculture  is  here 
today  to  have  a  public  field  hearing  at  the  A.D.  Lewis  Auditorium 
of  the  Robeson  Community  College  in  Lumberton,  North  Carolina. 

The  subject  of  today's  hearing  is  to  hear  witnesses  from  the  De- 
partment of  Agriculture  and  from  the  tobacco  farming  and  market- 
ing industry,  to  talk  to  us  about  the  outlook  for  the  tobacco  market 
and  the  Flue-cured  tobacco  program. 

We  have  three  panels  today — the  first  panel  is  Mr.  Dallas  R. 
Smith,  the  Deputy  Under  Secretary  of  Agriculture  for  International 
Affairs  and  Commodity  Programs,  U.S.  Department  of  Agriculture, 
Washington,  DC.  He  is  accompanied  by  Mr.  Larry  Crabtree,  the 
Deputy  Director  of  the  Tobacco  Division  of  the  Agricultural  Market- 
ing Service,  U.S.  Department  of  Agriculture,  Washington,  DC;  also 
by  Mr.  Charles  Hatcher,  Consultant,  Tobacco  and  Peanuts  Divi- 
sion, ASCS,  U.S.  Department  of  Agriculture,  Washington,  DC;  Dr. 
Robert  Miller,  Director  of  the  Tobacco  and  Peanut  Analysis  Divi- 
sion, ASCS,  and  Mr.  Doug  Richardson,  who  is  the  Acting  Director 
of  the  Tobacco  and  Peanut  Division  of  ASCS.  Some  of  you  may  re- 
member Doug  Richardson  when  he  was  the  county  manager  for  Co- 
lumbus County  at  the  county  ASCS. 

I  want  to  thank  all  of  you  for  coming.  Dallas  Smith  is  not  only 
the  Under  Secretary  for  Commodity  Programs,  but  he  is  a  native 
of  Columbus  County  and  we  are  very  happy  to  have  them  here. 

Mr.  Smith,  you  may  proceed. 

(1) 


STATEMENT  OF  DALLAS  R.  SMITH,  DEPLTT  UNDER  SEC- 
RETARY, INTERNATIONAL  AFFAIRS  AND  COMMODITY  PRO- 
GRAMS, U.S.  DEPARTMENT  OF  AGRICULTURE,  ACCOM- 
PANIED BY  LARRY  CRABTREE,  DEPUTY  DIRECTOR,  TO- 
BACCO DIVISION,  AGRICULTURAL  MARKETING  SERVICE; 
CHARLES  HATCHER,  CONSULTANT,  TOBACCO  AND  PEANUTS 
DIVISION,  ASCS;  DOUGLAS  RICHARDSON,  ACTING  DIREC- 
TOR, TOBACCO  AND  PEANUTS  DIVISION,  ASCS;  AND  ROBERT 
MILLER,  DIRECTOR,  TOBACCO  AND  PEANUTS,  ANALYSIS  DI- 
VISION, ASCS 

Mr.  Smith.  Thank  you,  Mr.  Chairman.  I  am  happy  to  be  here  in 
Lumberton  today  to  discuss  the  different  issues  as  they  relate  to 
the  tobacco  price  support  program.  As  you  mentioned,  I  have  sev- 
eral other  people  here  with  me  from  the  Department  of  Agriculture. 
After  my  opening  statement,  these  gentlemen  will  assist  me  in  re- 
sponding to  any  questions  you  may  wish  to  ask. 

Tobacco  means  much  to  our  economy  and  its  positive  contribu- 
tions to  U.S.  trade  balance  continued  during  1993.  Exports  sur- 
passed imports  by  $3.66  billion  during  the  January  through  No- 
vember 1993,  period.  Unmanufactured  tobacco  contributed  $1.18 
billion  while  cigarettes  and  other  tobacco  products  added  an  addi- 
tional $3.87  billion  in  export  earnings.  Cigarette  exports  during  the 
period  totaled  $3.57  billion.  Flue-cured  tobacco  accounted  for  $640 
million  of  the  unmanufactured  tobacco  shipments.  Burley  and  other 
leaf  tobacco  added  $537  million.  The  estimated  farm-sales-weight 
equivalent  of  the  Flue-cured  tobacco  exported  is  255  million 
pounds. 

I  want  to  identify  a  number  of  forces  of  change  with  the  potential 
to  impact  the  tobacco  industry  and  particularly  the  potential  im- 
pact upon  growers.  At  the  production  level,  a  force  of  change  im- 
pacts one  or  more  of  the  determinants  of  income;  that  is,  price,  av- 
erage cost  of  production  or  quantity  produced  and  sold.  These  im- 
pacts generate  structural  change  as  measured  by  numbers  of  grow- 
ers, average  size  of  farming  operation  and  locales  of  activity. 

Each  force  of  change  will  exert  unique  impacts  upon  the  struc- 
ture of  the  industry.  In  some  cases,  the  influence  upon  an  income 
determinant  is  predictable,  while  with  others,  the  effect,  such  as  in- 
cidence, direction  and  magnitude,  is  not  readily  discernible. 

Two  major  change  items  are:  (1)  tobacco  imports  and  exports  and 
(2)  changes  in  Federal  excise  tax  rates. 

Other  forces  are:  (1)  the  continuing  Federal  budget  deficit;  (2)  the 
adoption  of  "no-smoking"  areas,  and  declining  social  acceptance  of 
cigarette  smoking;  and  (3)  the  continued  erosion  of  U.S.  market 
shares  to  low-cost  foreign  producers.  My  statement  today  will  con- 
centrate on  tobacco  trade  issues,  including  the  minimum  domestic 
tobacco  content  legislation. 

As  you  know,  Mr.  Chairman,  both  the  1993  Flue-cured  and  Bur- 
ley  auction  markets  experienced  weak  demand  with  the  quantity  of 
tobacco  being  taken  by  the  association  pools  the  largest  in  10  years. 
There  are  several  factors  involved.  The  quality  of  the  1993  Flue- 
cured  crop  was  down  and  prices  averaged  less.  Burley  quality  was 
up  a  little  and  prices  stayed  about  the  same  as  1992.  With  ample 
supplies  available  overseas,  purchases  for  export  were  down.  Fur- 
thermore, the  U.S.  manufacturers  are  reducing  their  inventories 


due  to  declining  U.S.  consumption  and  uncertainty  about  the  fu- 
ture of  Federal  and  State  excise  taxes.  Cigarette  companies  are 
also  evaluating  their  options  under  the  minimum  domestic  content 
legislation. 

U.S.  unmanufactured  tobacco  exports  for  January  through  No- 
vember 1993  totaled  414  million  pounds,  or  20  percent  below  the 
same  period  of  1992.  The  large  supplies  overseas,  averaging  about 
one-half  U.S.  prices,  account  for  the  lower  export  figures.  Imports 
of  unmanufactured  tobacco  rose  17  percent  in  January  to  Novem- 
ber time  period  in  1993  over  1992.  Only  in  October  and  November 
were  imports  below  the  same  months  of  1992.  We  note  the  gains 
occurred  in  virtually  all  categories — Burley,  Flue-cured,  Oriental, 
and  stems.  Clearly,  the  rise  in  imports  harms  U.S.  growers. 

The  Omnibus  Budget  Reconciliation  Act  of  1993,  enacted  August 
10,  1993,  amended  the  Agricultural  Adjustment  Act  of  1938  to  pro- 
vide a  75  percent  level  of  use  of  U.S.-grown  tobacco  in  cigarettes 
produced  in  this  country,  known  as  the  domestic  content  legisla- 
tion. Currently,  about  40  percent  of  tobacco  used  in  domestically 
produced  cigarettes  is  imported. 

The  1993  amendment  requires  U.S.  major  domestic  manufactur- 
ers of  cigarettes  to  certify  annually  to  the  Secretary  of  Agriculture 
the  percentage  of  U.S. -produced  tobacco  in  the  total  quantity  used 
by  domestic  manufacturers  to  produce  cigarettes  during  the  cal- 
endar year.  Under  current  conditions,  affected  manufacturers  who 
exceed  the  25  percent  foreign  content  limitation  or  who  do  not  cer- 
tify the  percentage  of  foreign  content  used  will  be  required  to  pay 
a  nonrefundable  marketing  assessment  to  the  Commodity  Credit 
Corporation.  In  addition,  affected  manufacturers  who  exceed  the  25 
percent  limit  must  purchase  U.S.  tobacco  from  domestic  producer- 
owned  cooperative  marketing  associations  in  an  amount  equal  to 
the  quantity  of  imported  tobacco  that  was  used  in  excess  of  the  25 
percent  limit.  An  amount  equivalent  must  be  divided  equally  and 
purchased  from  Flue-cured  and  Burley  stocks.  Failure  to  purchase 
the  required  amount  of  tobacco  from  the  associations  will  result  in 
a  penalty  assessment  equal  to  75  percent  of  the  average  market 
price  for  the  respective  type  of  tobacco  for  the  total  purchase  short- 
age. 

Mr.  Rose.  Let  me  interrupt  you  there. 

Mr.  Smith.  Yes,  sir. 

Mr.  Rose.  So  over  that,  without  reading  it,  is  that  in  the  law  or 
is  that  what  the  regulations  are  going  to  look  like? 

Mr.  Smith.  No,  sir,  that  particular  provision  is  in  the  law,  the 
requirement  that  if  you  do  not  purchase,  there  is  a  penalty  assess- 
ment, that  is  part  of  the  legislation. 

Mr.  Rose.  Do  you  anticipate  that  that  will  be  changed  in  any 
way  by  the  regulations? 

Mr.  Smith.  No,  sir. 

Mr.  Rose.  We  had  a  hearing  like  this  in  October  of  last  year  at 
the  University  of  Kentucky  School  of  Agriculture  in  Lexington  and 
the  panel  that  you  are  on  was  essentially  the  same  in  Kentucky, 
and  the  law  passed  on  my  birthday,  August  10,  1993,  and  you  have 
been  in  the  process  of  writing  the  regulations  for  it  since  then,  and 
you  have  had  a  public  comment  period,  which  I  understand  ended 
February  11,  is  that  correct? 


Mr.  Smith.  Yes.  There  were  two  sets  of  regulations,  one  did  end 
on  the  10th  of  February  and  I  beHeve  the  other  one  did  end  on  the 
11th. 

Mr.  Rose.  What  do  you — well  we  can  talk  about  this  in  a  minute, 
but  under — if  you  exceed  the  25  percent  foreign  content  limitation 
or  you  do  not  certify  the  percentage  of  foreign  content,  you  will  pay 
a  nonrefundable  marketing  assessment  to  the  CCC.  Do  you  have 
an  idea  now,  is  that  in  discussion  as  to  how  much  that  will  be? 

Mr.  Smith.  The  marketing  assessment  for  the  1994  crop  has 
been  announced.  I  would  like  to  ask  Doug  Richardson  to  expound 
on  that. 

Mr.  Richardson.  The  marketing  assessment  for  this  regulation, 
called  the  domestic  content,  we  have  not  determined  as  yet.  We  are 
in  the  middle  of  doing  the  final  regs  on  that  now. 

Mr.  Rose.  So  what  Dallas  is  talking  about  is  the  regular  assess- 
ment for  the  program. 

But  this  specific  assessment,  have  you  got  a  rough  idea  of  the 
range  it  would  be  in?  Or  you  just  cannot  comment  until — what 
have  the  recommendations  been  for  that,  or  have  there  been  any? 

Mr.  Richardson.  There  were  about  four  commenters  that  com- 
mented on  that  and  they  wanted  us  to  be  just  absolutely  sure  that 
we  had  the  pricing  that  we  use  on  the  imports  in  the  same  rela- 
tionship as  we  did  on  the  domestic  pricing  used  for  Flue-cured  and 
Burley  tobacco,  not  trying  to  compare  green  weight  or  the  weight 
the  farmer  markets  his  crop  compared  to  processed  weight. 

Mr.  Rose.  All  right,  but  that  is  not  the  real  kicker  in  that  law, 
is  it?  I  mean,  that  is  not  the  major  fine  for  violating  the  domestic 
content  provision,  is  it?  Or  is  that 

Mr.  Richardson.  The  domestic  marketing  assessment  will  be  the 
difference  between  the 

Mr.  Rose.  Hold,  before  you  say  that,  the  next  paragraph  of  Dal- 
las' testimony,  he  says  "In  addition,  affected  manufacturers  who  ex- 
ceed the  25  percent  limit  must  purchase  U.S.  tobacco  from  domestic 
producer-owned  co-ops" — like  Flue-cured  and  Burley  co-ops — "in  an 
amount  equal  to  the  quantity  of  imported  tobacco  that  was  used  in 
excess  of  the  25  percent  limit." 

Mr.  Smith.  Yes,  sir,  there  are  three  parts  to  the  compliance  on 
this  particular  issue.  You  have  the  no-net-cost  assessment,  you 
have  the  marketing  assessment  and  then  the  third  part,  which  is 
the  one  you  are  referring  to,  pertains  to  whether  the  domestic  to- 
bacco companies  purchase  an  equivalent  quantity  from  the  tobacco 
associations,  an  amount  equivalent  to  the  amount  that  they  im- 
ported above  the  25  percent.  If  they  fail  to  purchase  that  from  the 
association,  the  tobacco  companies  would  be  subject  to  a  penalty  at 
75  percent  of  the  average  market  price.  That  is  a  pretty  stiff  pen- 
alty. 

Mr.  Rose.  Well  now  would  that  apply,  in  your  anticipation,  for 
all  of  1994? 

Mr.  Smith.  Yes,  sir. 

Mr.  Rose.  So  if  a  company  has  brought  in  an  excessive  amount 
of  foreign  tobacco  in  1994,  which  is  in  excess  of  the  25  percent  that 
they  could  use  in  their  domestically  produced  cigarettes,  they 
would  have  to  buy  an  equal  amount  from  the  co-op? 


Mr.  Smith.  An  amount  equal  to  the  excess  over  the  25  percent. 
If  they  brought  in  30  percent  imports 

Mr.  Rose.  Well  according  to  that,  the  imports  for  1994  should 
have  dropped  off  to  nothing. 

Mr.  Smith.  Well  this  is  the  1994  year,  at  the  end  of  1994  is  when 
the  tobacco  companies  are  required  to  certify  the  amount  of  im- 
ported tobacco  used  in  the  manufacture  of  cigarettes  during  that 
calendar  year.  So  we  are  just  beginning  the  time  period. 

Mr.  Rose.  All  right,  but  the  average  total  imports,  all  types,  mil- 
lions of  pounds,  from  1985  through  1990,  have  been  around  200 
million  pounds  a  year.  And  then  in  1992,  it  went  to  462  million 
pounds,  all  types  of  imports  and  in  1993,  it  went  to  567  million 
pounds  of  imports.  Can  you  tell  me  what  that  tobacco  will  be  used 
for? 

Mr.  Smith.  If  we  assume  that  in  1994,  the  domestic  tobacco  com- 
panies, the  principal  six  companies,  import  greater  than  25  per- 
cent, if  they  manufacture  cigarettes  domestically  out  of  that  im- 
ported tobacco  above  the  25  percent  limit,  then  the  provisions  that 
we  just  referred  to  would  kick  in.  They  would  have  to  purchase  an 
equivalent  quantity  from  the  association. 

Mr.  Rose.  I  understand  that,  but  I  am  asking  for  kind  of  an  opin- 
ion— maybe  we  should  ask  Mr.  Miller. 

Mr.  Miller.  Mr.  Chairman,  I  might  add  that  the  law  and  regula- 
tion deals  with  the  use  of  the  tobacco  rather  than  simply  the  arriv- 
al of  tobacco. 

Mr.  Rose.  All  right. 

Mr.  Miller.  And  second,  it  is  possible  that  this  tobacco  could  be 
reexported  or  some  of  it  could  be  used  in  products  other  than  ciga- 
rettes. 

Mr.  Rose.  All  right,  that  is  very  helpful.  So  it  is  not  the  importa- 
tion of  the  tobacco,  it  is  the  use  of  the  tobacco  in  domestic  ciga- 
rettes. But  clearly,  there  would  be  nothing  prohibiting  the  compa- 
nies who  have  these  large  quantities  of  imports  stockpiled  from 
1992  and  1993,  to  use  that  even  to  make  up  their  25  percent  re- 
quirements for  1994,  is  that  correct? 

Mr.  Miller.  [Nodding  head  affirmatively.] 

Mr.  Rose.  Dallas,  I  did  not  mean  to  interrupt  you.  At  the  end 
of  this  panel,  I  am  going  to  take  a  few  questions  from  the  audience, 
if  you  will  make  the  questions  to  me,  I  will  relay  them  to  the 
panel — I  am  not  going  to  get  the  panel  into  an  arguing  contest  with 
you  and  I  am  sure  nobody  would  argue,  but  if  you  will  give  me  a 
question,  we  will  ask  it  to  the  panel  and  there  are  microphones  in 
a  couple  of  places  here. 

Dallas,  I  stopped  you,  I  think  you  were  on  page  5. 

Mr.  Smith.  Page  5,  yes,  sir. 

Mr.  Rose.  If  you  will  go  ahead,  I  will  thank  you. 

Mr.  Smith.  The  1993  amendments  further  require,  with  respect 
to  any  unmanufactured  Burley  or  Flue-cured  tobacco  imported  in 
1994  and  subsequent  years,  that  the  importer  pay  a  no-net-cost  as- 
sessment on  all  such  imported  tobacco.  Like  the  no-net-cost  assess- 
ments that  our  domestic  growers  and  buyers  are  accustomed  to 
paying,  the  importer's  no-net-cost  assessment  will  be  used  to  defray 
the  cost  of  the  Federal  tobacco  price  support  program.  Additionally, 
the  legislation  requires  that  for  the  1994  through  1998  years,  an 


importer  of  any  tobacco,  including  Oriental  and  Turkish  tobacco, 
shall  pay  a  nonrefundable  marketing  assessment  to  Commodity 
Credit  Corporation  on  each  pound  of  unmanufactured  tobacco  that 
is  imported  into  the  United  States  for  consumption.  These  market- 
ing assessment  collections  will  be  utilized  to  reduce  the  budget  out- 
lays. 

Mr.  Rose.  Let  me  ask  you  this,  unmanufactured  tobacco,  that 
would  not  be  strips,  would  it? 

Mr.  Smith.  Yes,  sir. 

Mr.  Rose.  So  if  it  was  in  strips  and  was  sent,  between  1994  and 
1998,  any  importer  of  tobacco  will  pay  a  nonrefundable  marketing 
assessment.  Will  that  be  the  same  marketing  assessment  the  farm- 
er is  paying,  or  you  have  not  determined  the  level  of  that? 

Doug. 

Mr.  Richardson.  That  will  be  the  same. 

Mr.  Rose.  It  will  be  the  same. 

Mr.  Richardson.  The  same  that  our  domestic  producers  pay. 

Mr.  Rose.  All  right.  We  did  that,  of  course,  to  keep  the  assess- 
ment from  increasing  on  our  farmers.  Go  ahead,  Mr.  Smith. 

Mr.  Smith.  As  mentioned  earlier,  the  Department  has  published 
a  proposed  rule  for  implementing  the  domestic  content  require- 
ments for  domestically  produced  cigarettes  and  an  interim  rule  for 
the  new  assessments  on  imported  tobacco.  The  rules  were  pub- 
lished in  the  Federal  Register  on  January  11  and  December  23,  re- 
spectively. The  public  comment  period  has  ended  for  both  rules. 
USDA  is  evaluating  the  comments  before  the  final  regulations  are 
published. 

Mr.  Rose.  Let  me  ask  you  this — Doug,  can  you  or  Dallas  either 
one  give  us  a  rough  estimate  of  when  you  think  the  final  regula- 
tions will  be  announced? 

Mr.  Richardson.  On  the  importer  marketing  assessment  and  no- 
net-cost assessments,  we  will  have  the  final  one  in  the  field  by  the 
10th. 

Mr.  Rose.  What  does  "in  the  field"  mean? 

Mr.  Richardson.  Published  in  the  Federal  Register. 

Mr.  Rose.  Thank  you. 

Mr.  Richardson.  By  March  10. 

Mr.  Rose.  OK. 

Mr.  Richardson.  We  have  to.  What  we  have  out  in  the  interim 
rule  on  that  is  not  exactly  correct. 

Mr.  Rose.  All  right. 

Mr.  Richardson.  On  the  domestic  content  legislation,  our  target 
date  is  March  18  to  try  to  have  the  final  regulation  published  on 
that. 

Mr.  Rose.  Thank  you  very  much.  Go  ahead,  Dallas. 

Mr.  Smith.  In  the  international  market,  the  United  States  and 
virtually  all  of  our  trading  partners  are  contracting  parties  to  the 
General  Agreement  on  Tariffs  and  Trade,  which  is  commonly  called 
GATT.  On  December  15,  1993,  the  United  States  concluded  the  7- 
year  Uruguay  Round  negotiations  within  the  GATT.  This  historic 
agreement  will  result  in  significant  improvements  for  U.S.  agricul- 
tural trade.  Specific  disciplines  agreed  to  in  the  Uruguay  Round 
will  cover  the  areas  of  market  access,  export  subsidies,  internal 
support,  and  sanitary  and  phytosanitary  measures. 


The  major  area  of  impact  on  tobacco  by  the  Uruguay  Round  was 
in  the  market  access  area  through  reductions  in  tariffs.  The  Euro- 
pean Community  will  reduce  its  tariffs  by  50  percent  for  cigars,  36 
percent  for  cigarettes  and  other  manufactured  tobacco,  and  20  per- 
cent for  unmanufactured  tobacco.  The  Philippines  has  agreed  to  re- 
duce the  tariff  on  Virginia  and  other  tobacco,  cigars  and  cigarettes 
from  50  percent  to  45  percent. 

While  the  American  agricultural  industry  has  focused  on  imme- 
diate improvements  in  market  access  as  a  result  of  the  Uruguay 
Round,  it  is  important  to  recognize  the  longer-term  benefits  of  this 
agreement: 

The  economic  growth  generated  by  all  of  the  different  Uruguay 
Round  agreements,  including  the  nonagricultural  areas,  will  in- 
crease income  globally,  which  will  result  in  increased  demand  for 
U.S.  agricultural  exports; 

Agriculture  will  be  more  fully  under  the  disciplines  of  the  GATT. 
This  will  provide  a  significantly  improved  process  for  dealing  with 
agricultural  trade  problems; 

Nontariff  trade  barriers  will  be  replaced  with  tariffs,  which  will 
make  import  protection  less  arbitrary  and  help  simplify  future  ne- 
gotiations to  liberalize  agricultural  markets; 

Binding  all  of  the  world's  agricultural  tariff  rates  will  prohibit 
countries  from  exceeding  their  tariff  rates  without  providing  com- 
pensation; 

Trade-distorting  internal  support  and  export  subsidies  will  be 
capped  and  reduced;  countries  will  not  be  able  to  increase  such 
subsidies  beyond  the  levels  specified  in  the  agreement. 

Mr.  Rose.  Let  me  interrupt  you  there.  I  left  Washington  and 
went  to  Brussels  last  Wednesday  for  a  NATO  meeting,  military 
meeting  about  what  was  going  on  in  Bosnia.  We  were  actually  at 
the  NATO  headquarters  at  the  time  they  were  making  the  plans 
for  the  bombing  raids. 

But  I  also  set  up  a  breakfast  and  had  breakfast  last  Thursday 
morning  with  Sir  Leon  Brittain,  who  is  the  trade  negotiator  for  the 
European  Common  Market.  He  is  quite  a  salesman  and  he  was 
telling  us  what  a  wonderful  thing  GATT  was.  And  I  know  you  did 
not  negotiate  GATT,  so  I  am  not  picking  on  you  or  anybody  at 
USDA.  But  in  the  area  of  agriculture,  we  agreed  that  U.S.  sub- 
sidies for  agriculture  would  be  held  at  $500  million,  or  something 
in  that  rough  area.  And  the  European  Community  agreed  that  they 
would  hold  their  subsidies  at  $10  billion.  In  other  words,  their 
farmers  get  20  times  the  Government  assistance  that  our  farmers 
get. 

Now,  there  are  a  couple  of  conclusions  you  can  reach  from  that. 
One  was  the  European  negotiators  did  a  better  job  for  their  farm- 
ers than  anybody  else  did,  they  pay  more  attention  politically  to 
their  farmers  by  about  20  times,  but  you  know,  I  am  not  arguing 
about  the — I  think  we  all  ought  to  reduce — I  think  Europe  ought 
to  have  to  have  the  same  subsidy  level  that  we  have.  I  think  if  we 
are  $500  million,  they  ought  to  be  $500  million,  not  $10  billion. 
And  I  will  also  readily  admit  that  tobacco  is  probably  a  little  better 
off  under  GATT  that  was  negotiated  than  it  would  have  been  other- 
wise. But  the  overall  agricultural  negotiation  in  GATT  with  the  Eu- 
ropean Community  now,  I  am  not  talking  about  the  rest  of  the 
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world,  just  with  Europe,  the  European  Common  Market  for  right 
now. 

Would  anybody  on  the  panel  dispute  that  the  Europeans  came 
away  with  a  pretty  good  thing  for  their  farmers?  Dr.  Miller,  maybe 
you  might  have  a  comment.  Did  we  really  get  any  concessions  out 
of  the  European  Community  so  far  as  agriculture  was  concerned, 
or  did  they  agree  in  a  slight  reduction  in  their  subsidy  level?  Are 
you  familiar  with  those  details? 

Mr.  Miller.  Mr.  Chairman,  I  would  not  be  able  to  comment  spe- 
cifically. I  believe  certainly  a  key  thing  is  putting  kind  of  a  cap  on 
the  European  Community  which  seemed  to  be  almost  an  unending 
sort  of  subsidy. 

Mr.  Rose.  All  right,  so  at  least  we  got  a  cap.  Any  other  com- 
ments? 

[No  response.] 

Mr.  Rose.  Go  ahead,  Dallas. 

Mr.  Smith.  Mr.  Chairman,  as  a  part  of  the  GATT,  we  have  some 
provisions  that  will  also  affect  tobacco,  particularly  in  terms  of  the 
domestic  content  provision.  And  I  would  like  to  relate  those. 

Under  GATT,  countries  may  request  consultations  and  dispute 
settlement  proceedings  if  they  believe  another  country  has  taken 
any  action  in  which  there  is  a  violation  of  GATT.  Subsequent  to  the 
enactment  of  the  1993  act,  leading  suppliers  of  tobacco  to  the  Unit- 
ed States  formally  requested  consultations  under  GATT  to  review 
the  consistency  of  the  domestic  content  legislation  with  our  inter- 
national obligations.  As  a  result  of  these  consultations,  several  of 
our  trading  partners  invoked  formal  GATT  dispute  resolution,  and 
last  month,  the  GATT  Council  formed  a  three-member  panel  of  ex- 
perts to  examine  the  U.S.  action.  If  the  GATT  panel  were  to  find 
the  measure  inconsistent  with  GATT,  then  the  United  States  would 
be  requested  to  take  corrective  action  to  bring  the  legislation  into 
conformance  with  the  GATT  rules. 

In  the  area  of  outlook  for  U.S.  tobacco,  with  excess  supplies, 
USDA  followed  the  legislative  quota  formula  and  set  the  1994-crop 
marketing  quotas  for  Flue-cured  and  Burley  tobacco  10  percent 
below  1993,  which  is  the  maximum  reduction  permitted  by  law.  Be- 
yond this  year,  the  path  of  U.S.  production  depends  on  a  number 
of  unpredictable  factors  such  as  changes  in  Federal  cigarette  taxes. 
State  and  local  taxes,  and  the  margins  of  U.S.  cigarette  manufac- 
turers, as  well  as  whether  or  not  the  association  pools  can  move 
their  inventories  into  the  trade  in  an  orderly  manner.  Based  on  re- 
cent trends,  restrictions  on  where  people  can  smoke  will  probably 
grow  and  the  social  acceptability  of  smoking  will  probably  decline 
further.  In  addition,  the  U.S.  industry  faces  stiff  competition  from 
foreign  tobacco  growers  in  supplying  world  leaf  requirements. 

Mr.  Chairman,  this  gives  a  brief  overview  and  update  of  where 
we  are  on  tobacco.  We  will  be  glad  to  attempt  to  respond  to  any 
questions  you  may  have. 

[The  prepared  statement  of  Mr.  Smith  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  Rose.  Thank  you.  One  of  the  controversies  that  has  come  up 
surrounding  the  domestic  content  law  that  was  in  the  amendments 
that  we  placed  in  last  year's  budget  reconciliation  law  was  a  group 
of  countries  that  are  complaining  about  the  domestic  content  provi- 


sion  as  a  violation  of  GATT.  And  as  I  understand  it,  those  countries 
are  Brazil,  Canada,  Chile,  Colombia,  El  Salvador,  Guatemala, 
Thailand,  and  Zimbabwe.  Have  I  left  anybody  out? 

[No  response.] 

Mr.  Rose.  Brazil,  Zimbabwe,  Thailand,  and  Guatemala  are  very 
trade-restrictive.  They  have  a  40  percent  ad  valorem  import  duty 
on  unmanufactured  tobacco.  I  do  not  believe  they  allow  the  impor- 
tation of  a  manufactured  U.S.  cigarette,  do  they?  Brazil?  We  can 
ask  some  of  our  other  panelists  on  that  later.  I  do  not  believe  you 
can  ship  a  U.S.  cigarette  manufactured  in  the  United  States. 

In  Zimbabwe,  imports  of  Burley  and  Flue-cured  tobacco  in  its 
leaf  or  manufactured  form,  are  prohibited  outright.  Canada  im- 
poses an  ad  valorem  duty  on  unmanufactured  tobacco  for  cigarettes 
ranging  from  14  to  26  percent  and  it  has  been  rumored  that  they 
raised  its  tariff  on  imported  cigarettes  to  $6  a  carton,  to  stop  smug- 
gling and  to  cover  revenue  losses  from  their  recently  enacted  tax 
cut  on  cigarettes. 

The  Thailand  monopoly  controls  the  import  of  all  tobacco.  There 
is  a  60  percent  ad  valorem  import  duty  on  unmanufactured  tobacco 
and  a  30  percent  duty  on  cigarettes.  Imported  cigarettes  are  as- 
sessed an  excise  tax  equal  to  55  percent  of  the  import  cost. 

And  Guatemala  imposed  a  30  percent  ad  valorem  import  duty  on 
imported  tobacco.  Chile  imposes  an  11  percent  ad  valorem  import 
duty  on  unmanufactured  tobacco  and  cigarettes  compared  to  a  duty 
on  tobacco  for  Mexico,  which  will  be  zero  by  1998. 

Next  week.  Senator  Ford  and  I  are  to  meet  with  the  United 
States  Trade  Representative  to  talk  about  this. 

Most  of  these  countries  can  bring  their  tobacco  into  this  country 
duty-free,  so  we  do  not  think  there  is  a  real  strong  argument — in 
other  words,  they  do  not  come  to  the  table  with  clean  hands  to 
argue  about  our  domestic  content. 

Could  we  take  a  few  questions  from  the  audience?  Would  any- 
body like  to  ask  this  panel  a  question  before  we  move  on? 

[No  response.] 

Mr.  Rose.  All  right,  you  have  answered  all  their  questions.  Any- 
thing anybody  would  like  to  add  additionally  before  we  take  our 
next  panel? 

Mr.  Smith.  Mr.  Chairman,  I  might  add  that  the  panel  has  been 
selected  from  the  GATT  Secretariat  and  the  panel  members  would 
be  from  Finland,  Hong  Kong,  and  Morocco,  and  they  are  expected 
to  hold  their  first  administrative  meeting  on  February  24. 

Mr.  Rose.  Where? 

Mr.  Smith.  I  am  not  sure  of  the  location  yet,  but  this  will  be  the 
first  administrative  hearing  and  it  usually  takes  anywhere  from  10 
to  15  months  to  complete  the  review. 

Mr.  Rose.  In  other  words,  it  could  take  a  year.  And  since  the 
case  falls  under  the  old  GATT  rules,  it  could  drag  out  for  much 
longer,  could  it  not? 

Mr.  Smith.  There  is  a  possibility.  The  new  GATT  rules  did 
change  some  of  the  bases  on  which  a  country  may  object,  but  those 
things  will  not  be  fully  known  until  the  new  GATT  rules  are  in 
place. 

Mr.  Rose.  But  the  United  States  will  have  to  adopt  GATT  imple- 
menting legislation. 
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Mr.  Smith.  Yes,  sir;  that  is  correct. 

Mr.  Rose.  And  the  estimates  are  that  that  could  be  done  most 
any  time  this  year. 

Mr.  Smith.  Yes,  sir;  that  is  correct. 

Mr.  Rose.  Are  you  all  going  to  have  to  leave  immediately,  do  any 
of  you  have  to  leave  immediately? 

Mr.  Smith.  No,  sir;  I  will  be  here  for  the  duration. 

Mr.  Rose.  No  questions  from  the  audience  for  this  panel? 

[No  response.] 

Mr.  Rose.  Then  we  will  excuse  you,  and  if  you  all  will  stick 
around  as  close  to  the  front  as  you  can,  we  may  have  a  few  ques- 
tions that  pop  up  with  the  next  panel. 

The  next  panel  is  Dr.  Blake  Brown,  North  Carolina  State  Univer- 
sity, department  of  agriculture  and  resource  economics,  Raleigh, 
North  Carolina;  Dr.  William  Snell,  Agricultural  Economics,  Univer- 
sity of  Kentucky,  Lexington,  Kentucky;  Mr.  J.  Tommy  Bunn,  execu- 
tive vice  president.  Leaf  Tobacco  Exporters  Association,  Raleigh, 
North  Carolina;  and  Mr.  David  Milby,  the  leaf  vice  president  from 
Philip  Morris  U.S.A.,  Richmond,  Virginia.  Will  you  gentlemen 
please  come  forward?  Thank  you  very  much  for  being  here.  We  will 
begin  with  the  testimony  of  Dr.  Blake  Brown. 

STATEMENT  OF  A.  BLAKE  BROWN,  EXTENSION  ECONOMIST 
AND  ASSISTANT  PROFESSOR,  DEPARTMENT  OF  AGRI- 
CULTURE AND  RESOURCE  ECONOMICS,  NORTH  CAROLINA 
STATE  UNIVERSITY 

Mr.  Brown.  Thank  you,  Mr.  Chairman,  I  appreciate  you  having 
me  here  today. 

I  just  want  to  spend  a  few  minutes  talking  about  the  Flue-cured 
tobacco  situation  and  the  outlook.  I  will  restrict  my  comments  to 
the  current  situation,  and  then  I  would  like  to  spend  a  few  minutes 
especially  on  the  unmanufactured  export  situation. 

There  were  many  factors  affecting  the  1993  Flue-cured  tobacco 
market — and  I  will  address  primarily  Flue-cured  tobacco,  leaving 
Burley  to  my  colleague  Will  Snell — and  causing  the  large  stabiliza- 
tion receipts.  I  believe  there  were  really  three  factors  that  were 
most  important  in  the  market  situation. 

First  of  course,  was  some  of  the  quality  problems  that  we  en- 
countered because  of  drought  conditions  in  much  of  the  Flue-cured 
producing  area.  Hopefully  we  will  not  have  that  factor  again. 

Second  is  the  uncertainty  surrounding  the  proposed  cigarette  tax. 
Of  course,  if  the  proposed  cigarette  tax  increase  of  75  cents  per 
pack  would  come  about,  I  think  that  could  potentially  lead  to  about 
a  60  million  pound  decrease  in  Flue-cured  tobacco  purchases,  which 
would  significantly  affect  our  marketing  and  certainly  the  uncer- 
tainty surrounding  this  tax,  I  think  had  an  effect  on  our  markets 
this  past  fall. 

Perhaps  though,  the  most  important  factor  which  affected  our 
markets  and  which  unfortunately  will  be  around  with  us  to  some 
extent  in  1994  and  perhaps  even  beyond,  is  the  large  world  sup- 
plies that  have  already  been  alluded  to  and  the  world  surplus  of 
Flue-cured  tobacco,  leading  to  very  low  world  prices.  For  example, 
the  Zimbabwe  grower  price,  when  you  convert  it  to  United  States 
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dollars,  was  about  60  cents  per  pound  at  the  end  of  their  season. 
That  contrasted  with  our  average  market  price  of  about  $1.69. 

The  large  imports  that  we  have  seen  in  the  past  couple  of  years 
are  certainly  symptoms  of  this  large  world  supply  situation  and  the 
low  world  prices,  and  additionally  the  much  lower  unmanufactured 
exports  are  also  a  symptom  of  this  world  supply  situation.  In  fact, 
Flue-cured  exports  were  down,  initially  estimated  to  be  about  350 
million  pounds,  down  from  420  million  pounds  in  1992.  It  looks  like 
the  real  export  numbers  are  much  lower  than  that  for  Flue-cured 
tobacco  in  1993. 

While  world  supplies  will  probably  be  reduced  to  some  extent 
this  year,  Zimbabwe  and  Brazil  indicating  that  they  may  cut  back 
about  20  percent,  prices  may  recover  to  some  extent,  but  we  are 
still  going  to  be  in  a  situation  where  world  prices  are  much  lower 
than  our  United  States  price. 

Hopefully  given  good  quality  for  the  1994  season,  some  increase 
in  the  world  price,  a  lower  cigarette  tax  than  we  have  anticipated, 
and  of  course  an  effective  domestic  content  law,  that  1995  should 
be  a  much  better  year  than  1993 — how  much  better  is  still  an  open 
question  I  think. 

Just  with  regard  to  our  Flue-cured  tobacco  production,  the  U.S. 
share  of  world  Flue-cured  product  is  less  than  9  percent  of  the 
world  Flue-cured  production.  This  is  significantly  less  than  just  10 
years  before.  The  important  implication  I  think  of  this  that  we  are 
less  able  to  effective  gamer  a  higher  price  on  the  world  market 
than  we  were  in  previous  years.  In  other  words,  our  market  power 
is  eroding  to  some  extent. 

Let  me  talk  just  a  few  minutes  about  unmanufactured  exports. 
I  already  alluded  to  those  to  some  extent.  In  1992,  U.S.  tobacco 
growers  exported  about  45  percent  of  their  crop.  So  unmanufac- 
tured exports  are  very  important  to  Flue-cured  tobacco.  This  year, 
they  will  be  down  substantially,  as  I  had  already  alluded  to.  And 
I  think  the  main  factor  with  this  is  the  low  world  prices  that  we 
have  seen.  Also  the  drought  I  am  sure  had  something  to  do  with 
that.  Hopefully  the  domestic  content  law  will  increase  domestic 
use,  at  least  for  the  next  several  years  which  should  alleviate  some 
of  our  current  problems.  However,  the  next  area  I  believe  to  be  ad- 
dressed is  that  of  our  unmanufactured  exports  of  Flue-cured  to- 
bacco. One  area  that  we  should  watch  closely  I  think,  that  is  relat- 
ed to  the  domestic  content  law,  is  the  European  Community  bought 
about  134  million  pounds  of  Flue-cured  tobacco  in  1992.  That  was 
a  little  over  25  percent  of  unmanufactured  exports  of  Flue-cured  to- 
bacco. Any  trade  retaliation  from  them  could  be  very  damaging, 
and  that  is  an  area  that  certainly  will  require  close  attention,  I  be- 
lieve. 

Also,  some  of  the  tobacco  that  has  been  displaced  by  the  domestic 
content  law  on  the  world  markets,  since  we  are  not  buying  that, 
while  supplies  should  be  reduced  in  some  of  those  countries,  we 
will  compete  against  that  tobacco  in  the  world  market  to  some  ex- 
tent. So  that  is  an  area  that  we  should  also  pay  close  attention  to. 

While  the  GATT  is  a  threat  to  the  domestic  content  law,  lowering 
of  tariffs  on  tobacco  imported  by  the  European  Community  may 
help  our  export  situation  to  some  extent. 
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With  regard  to  NAFTA,  although  the  impact  may  not  be  very 
large,  lowering  Mexican  tariffs  on  U.S.  tobacco  under  NAFTA 
should  stimulate  some  exports  of  U.S.  Flue-cured  tobacco  to  Mexico 
over  the  next  10  years.  And  of  course  every  little  bit  helps,  given 
our  current  situation. 

Given  that  U.S.  cigarette  consumption  may  continue  to  decline, 
U.S.  Flue-cured  tobacco  growers  will  become  more  dependent  I  be- 
lieve on  the  unmanufactured  export  market  and  in  order  to  main- 
tain the  current  levels  of  U.  S.  Flue-cured  tobacco  production,  pol- 
ic3miakers  must  address  the  competitiveness  of  U.S.  Flue-cured  to- 
bacco in  the  global  market. 

While  the  domestic  content  law  may  provide  relief  to  U.S.  grow- 
ers by  increasing  domestic  use,  policy  strategies  to  maintain  or  en- 
hance U.S.  Flue-cured  tobacco  exports  will  be  critical  I  believe  to 
the  long-term  profitability  of  U.S.  tobacco  growers. 

Thank  you. 

[The  prepared  statement  of  Mr.  Brown  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  Rose.  Our  next  panelist  is  Dr.  William  Snell,  agricultural  ec- 
onomics, University  of  Kentucky  in  Lexington.  Dr.  Snell,  could  you 
somewhere  along  in  your  testimony  explain  your  sensitivity  analy- 
sis as  it  relates  to  the  tobacco  situation? 

STATEMENT  OF  WILLIAM  M.  SNELL,  AGRICULTURAL 
ECONOMICS,  UNIVERSITY  OF  KENTUCKY 

Mr.  Snell.  Thank  you,  Congressman  Rose;  it  is  certainly  a  real 
pleasure  and  honor  for  me  to  once  again  have  the  opportunity  to 
address  this  subcommittee. 

I  feel  that  I  have  a  lot  in  common  with  a  lot  of  you  all  in  the 
audience  in  the  fact  that  I  was  raised  on  a  five-generation  small 
family  tobacco  farm  right  outside  of  Lexington,  Kentucky,  where 
the  majority  of  our  farm  income  over  the  past  100  years  has  come 
from  tobacco. 

Part  of  my  Extension  assignment  at  the  University  of  Kentucky 
deals  with  working  with  our  farmers,  our  farm  groups,  and  legisla- 
tors on  policy  issues  affecting  the  Burley  tobacco  industry.  This 
morning,  I  would  like  to  share  with  the  subcommittee  some  of  my 
observations  regarding  the  current  policy  environment  facing  Bur- 
ley  tobacco  farmers,  much  of  which  is  certainly  applicable  to  Flue- 
cured  tobacco  farmers  as  well. 

Currently,  I  am  in  the  middle  of  our  winter  tobacco  county  meet- 
ings, where  my  colleagues  and  myself  tour  the  State  discussing  a 
variety  of  production,  marketing  and  policy-related  issues  to  to- 
bacco producers,  landowners,  bankers,  agribusinesses  and  many 
others  whose  incomes  or  profits  are  affected  by  the  status  of  our 
tobacco  economy.  As  you  might  expect,  they  are  very  worried  and 
very  concerned  about  the  future  of  this  crop  that  has  provided 
them  with  so  much  in  the  past,  but  one  in  which  the  decisions 
made  in  our  Nation's  Capitol  could  ultimately  destroy  their  liveli- 
hood and  jeopardize  the  economic  base  in  many  of  our  small  rural 
communities  in  Kentucky. 

Specifically,  they  are  asking  a  lot  of  questions  about  the  domestic 
content  legislation,  the  proposed  increase  in  the  Federal  excise  tax 
and  the  relationship  of  price  versus  quota  in  today's  world  market. 
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This  morning,  I  would  like  to  share  with  the  subcommittee  some 
of  the  message  that  I  am  presenting  to  our  farmers  this  winter  on 
these  three  particular  policy  issues. 

First,  the  domestic  content  legislation.  As  we  all  know,  the  do- 
mestic content  legislation  was  a  very  controversial  piece  of  legisla- 
tion while  it  was  being  drafted  and  it  still  remains  a  very  con- 
troversial law  among  the  farm  groups,  the  tobacco  companies,  and 
policymakers.  While  the  long-term  effect  of  this  legislation  remains 
very  uncertain,  I  think  there  is  no  doubt  that  without  this  legisla- 
tion, that  imports  would  have  continued  entering  this  country  at 
such  a  record  pace  that  it  would  have  resulted  in:  One,  a  tremen- 
dous reduction  in  U.S.  tobacco  quotas  during  the  mid-1990's,  even 
without  the  threat  of  a  large  excise  tax  increase;  and  two,  that  pro- 
ducers would  have  eventually  voted  out  the  current  tobacco  pro- 
gram. From  my  viewpoint,  if  the  law  does  remain  in  effect,  it  will 
provide  a  significant  boost  to  domestic  tobacco  disappearance  dur- 
ing the  next  several  years.  However,  as  Dr.  Brown  has  alluded  to, 
the  potential  situation  does  exist  for  our  leaf  and  cigarette  exports 
to  suffer.  I  think  some  of  this  decline  will  be  in  response  to  domes- 
tic content  legislation,  but  some  of  the  decline  will  be  in  response 
to  today's  general  global  business  environment  strategy  of  reducing 
cost  amidst  intense  international  competition,  which  would  have 
occurred  even  without  the  domestic  content  law.  Overall,  my  re- 
search reveals  that  unless  the  industry  experiences  an  extremely 
large  loss  in  the  export  market,  the  domestic  content  law  will 
produce  a  significant  short-term  benefit  to  the  U.S.  tobacco  pro- 
ducer. However,  if  this  legislation  is  to  provide  mid-  to  long-term 
net  positive  effect  for  the  U.S.  tobacco  producer,  the  price  competi- 
tiveness of  U.S.  leaf  in  the  world  market  will  likely  have  to  be  im- 
proved in  order  to  minimize  future  U.S.  leaf  and  cigarette  export 
losses. 

Now,  I  would  like  to  share  with  you  some  of  the  results  from  a 
study  that  we  have  completed  at  the  University  of  Kentucky  look- 
ing at  the  potential  impacts  of  the  75  cent  increase  in  the  Federal 
excise  tax  on  cigarettes.  According  to  our  analysis,  a  75  cent  tax 
increase  implemented  on  January  1,  1995,  would  cause  U.S.  ciga- 
rette consumption  to  fall  by  some  11  to  19  percent  in  1995,  with 
our  base  scenario  estimating  somewhere  around  15  percent  decline 
in  cigarette  consumption  in  1995.  This  would  reduce  U.S.  Burley 
use  by  approximately  9  percent,  valued  at  some  $84  million.  The 
tax  increase  would  net  the  Federal  Government  an  additional  $9.5 
to  $10  billion  the  first  year  of  the  tax,  with  a  net  additional  annual 
Federal  tax  revenue  falling  to  around  $7  yo  $8  billion  by  the  year 
2000. 

Mr.  Rose.  Could  I  interrupt  you  there? 

Mr.  Snell.  Yes,  sir. 

Mr.  Rose.  Is  that  figure  for  Burley  and  Flue-cured  or  just  for 
Burley? 

Mr.  Snell.  The  figures  that  I  gave  you  on  potential  loss  in  use 
was  Burley. 

Mr.  Rose.  Was  Burley? 

Mr.  Snell.  But  the  tax  revenues  would  be  the  loss  in  cigarette 
excise  tax  revenues. 
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Mr.  Rose.  So  at  first,  if  you  add  75  cents,  to  start  off,  you  would 
get  $9.5  to  $10  billion  a  year? 

Mr.  Snell.  Right. 

Mr.  Rose.  But  it  would  fall  to  $7  to  $8  billion  by  the  year  2000? 

Mr.  Snell.  Correct. 

Mr.  Rose.  Go  ahead.  Thank  you. 

Mr.  Snell.  I  believe  the  Clinton  administration  is  estimating 
somewhere  around  $10  to  $11  net  revenue. 

Mr.  Rose.  Ten  to  eleven  what? 

Mr.  Snell.  Billion  dollars  net  revenue  increase  the  first  year  of 
the  tax,  but  that  is  based  on  somewhere  around  a  12  percent  de- 
cline in  consumption,  where  our  analysis  is  pretty  much  based  on 
a  15  percent  decline  in  consumption. 

Mr.  Rose.  Does  the  administration  have  a  projection  on  what 
that  tax  would  do  in  the  future,  that  it  would  decline?  Or  have  you 
seen  any 

Mr.  Snell.  I  have  not  seen  any  specific  numbers,  but  I  do  think 
the  original  proposal  from  the  Clinton  administration  was  some- 
where around  $60  billion  over  6  years  coming  from  the  tax.  So 
again,  from  my  numbers,  the  tax  increase  would  generate  enough 
the  first  year  to  average  out  to  $10  billion,  but  certainly  with  de- 
clines in  consumption  over  time,  it  would  cause  it  not  to  average 
$10  bilUon. 

Mr.  Rose.  So  they  think  they  are  going  to  get  $60  billion  over 
6  years,  is  that  right?  That  is  what  they  have  said  they  need. 

Mr.  Snell.  Right. 

Mr.  Rose.  And  you  are  estimating  that  they  would  wind  up  get- 
ting roughly  what? 

Mr.  Snell.  Somewhere  around  $50  billion. 

Mr.  Rose.  And  the  Congressional  Budget  Office  is  estimating 
that  the  overall  plan  will  be  $70  billion  short  in  addition  to  that, 
so  just  from  tobacco  taxes  alone,  you  are  conservatively  estimating 
another  $10  billion  shortfall  in  the  health  care  financing  mecha- 
nism if  you  tax  cigarettes  at  an  additional  75  cents. 

Mr.  Snell.  Yes,  sir. 

Mr.  Rose.  OK. 

Mr.  Snell.  While  increasing  Federal  tax  revenues,  a  75  cent  per 
pack  increase  would  cause  State  tobacco  revenues  to  collectively 
fall  by  more  than  $1  billion  the  first  year  of  the  tax.  In  order  to 
maintain  existing  tobacco  tax  revenues,  our  study  indicates  that 
States  would  have  to  increase  their  state  tobacco  excise  taxes  by 
approximately  5  cents  a  pound 

Mr.  Rose.  A  pack  or  a  pound? 

Mr.  Snell.  Five  cents  per  pack,  which  would  cause  additional  de- 
clines in  consumption.  Federal  tax  revenues,  and  tobacco  demand. 

In  my  home  State  of  Kentucky,  the  75  cent  tax  would  reduce  our 
tobacco  income  under  our  base  scenario  by  some  $60  million,  which 
would  be  equivalent  to  losing  somewhere  around  10  percent  of  our 
State's  cattle  income  or  about  25  percent  of  our  com  income,  about 
90  percent  of  our  wheat  crop  income  or  about  200  percent  of  our 
annual  vegetable  receipts.  The  $60  million  tobacco  loss  would  also 
be  equivalent  to  losing  around  3,300  full-time  jobs  in  Kentucky.  On 
the  county  level,  a  75  cent  tax  would  reduce  tobacco  farm  income 
by  more  than  $1  million  in  16  of  our  Kentucky  counties,  which 
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would  be  equivalent  to  eliminating  50  to  90  jobs  in  each  of  these 
counties.  Obviously  a  very  serious  situation  for  the  agricultural  in- 
dustry in  a  State  where  tobacco  accounts  for  a  greater  percentage 
of  our  farm  income  than  in  any  other  State  in  the  United  States, 
including  North  Carolina. 

My  final  comments  focus  on  the  relationship  between  tobacco 
quota  and  price.  In  today's  excess  supply  world  market,  the  U.S. 
tobacco  industry  simply  cannot  maintain  both  price  and  quota  at 
recent  levels — one  of  these  policy  variables  has  to  give.  By  the  de- 
sign of  our  current  tobacco  program,  prices  are  stabilized  at  the  ex- 
pense of  quota  in  an  excess  supply  market.  Our  tobacco  price  sup- 
port formula  will  likely  continue  to  maintain  market  prices  at  re- 
cent levels.  However,  with  quotas  being  dependent  upon  rapidly 
changing  worldwide  supply  and  demand  conditions,  we  will  likely 
continue  to  experience  a  lot  of  volatility  in  our  tobacco  quotas.  The 
question  that  I  often  pose  to  our  farm  groups  in  Kentucky  is:  "Do 
we  want  to  continue  to  take  adjustments  in  quota  rather  than 
price?"  There  is  no  easy  or  universal  answer  to  this  question.  Quota 
reductions,  as  we  all  know,  lead  to  higher  lease  prices,  higher  costs 
of  production  and  also  lower  quota  and  land  values.  Alternatively, 
lower  prices  result  in  individual  producers  being  required  to  plant 
more  acres,  use  more  labor  and  bam  space  just  to  keep  even.  And 
furthermore,  we  know  from  past  experience  that  foreign  markets 
respond  to  price  adjustments  made  by  the  United  States  by  lower- 
ing their  prices  which  certainly  offsets  some  of  the  competitive  ben- 
efits that  the  United  States  would  receive  from  lower  price  sup- 
ports. 

Given  this  dilemma,  producers  often  ask  me  the  question:  "What 
price  will  it  take  in  today's  world  market  to  be  competitive?"  In  re- 
ality, there  is  no  simple  or  easy  or  right  answer  to  this  question, 
as  it  all  depends  upon  what  quota  level  they  want  to  maintain.  The 
bottom  line  is  that  in  Burley,  we  cannot  maintain  a  600-million 
pound  quota  in  toda/s  world  market  of  excessive  pool  stocks  and 
abundant  world  supplies  given  prices  in  the  $1.80  per  pound  range. 
Even  if  the  domestic  content  legislation  remains  in  effect  and  it  has 
its  intended  effects  and  if  the  industry  is  successful  in  significantly 
reducing  the  proposed  excise  tax  increase,  the  Burley  tobacco  quota 
formula  will  still  likely  call  for  a  quota  reduction  in  excess  of  20 
percent  for  1995.  Thus,  the  farm  groups  certainly  have  some  very 
difficult,  but  vitally  important  decisions  before  them  in  deciding  on 
the  optimal  price/quota  relationship  in  the  coming  years. 

In  closing,  I  feel  that  we  all  realize  there  is  no  doubt  that  the 
U.S.  tobacco  industry  certainly  faces  a  lot  of  challenges.  However, 
as  we  know,  the  industry  has  survived  a  lot  of  challenges  in  the 
past.  But  I  think  we  all  realize  the  challenges  before  us  today  are 
certainly  much  greater.  I  always  try  to  end  on  a  positive  note  with 
our  producer  group  and  I  tell  them  that  despite  the  numerous  prob- 
lems that  we  are  facing  in  the  world  market,  that  they  cannot  dis- 
miss the  fact  that  the  U.S.  tobacco  growers  still  produce  the  high- 
est quality  tobacco  in  the  world  market,  which  certainly  does  de- 
mand a  price  premium,  that  the  tobacco  companies  desperately 
need  the  U.S.  tobacco  grower  for  political  support,  and  that  the 
worldwide  use  of  tobacco  continues  to  increase  to  record  levels 
every  year.  The  U.S.  tobacco  producer  just  has  to  be  sure  that  he 
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or  she  is  in  a  profitable  position  to  take  advantage  of  this  increas- 
ing world  market. 

That  concludes  my  remarks,  Congressman,  and  I  would  be  glad 
to  respond  to  any  questions  later. 

[The  prepared  statement  of  Mr.  Snell  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  Rose.  Thank  you  very  much. 

We  are  very  honored  to  have  our  commissioner  of  agriculture  for 
the  State  of  North  Carolina,  the  Honorable  Jim  Graham,  here  with 
us.  Before  I  call  on — well  let  me  go  on  through  the  panel.  Mr. 
Tommy  Bunn,  executive  vice  president.  Leaf  Tobacco  Exporters  As- 
sociation, Raleigh,  North  Carolina,  will  now  give  us  his  testimony. 

STATEMENT  OF  J.  THOMAS  BUNN,  EXECUTIVE  VICE 
PRESIDENT,  LEAF  TOBACCO  EXPORTERS  ASSOCIATION 

Mr.  BUNN.  Thank  you,  Mr.  Chairman,  for  inviting  the  Leaf  To- 
bacco Exporters  Association  to  be  here  today.  We  are  greatly  con- 
cerned that  our  industry  is  currently  under  persistent  attack  by  its 
adversaries  and  by  the  Government.  This  siege  has  been  so  disrup- 
tive to  our  industry  that  it  is  difficult  to  focus  on  the  multitude  of 
issues  and  respond  to  their  impact  on  our  industry.  This  morning, 
we  offer  our  comments  on  the  effect  of  recent  trade  agreements  and 
the  domestic  content  law  on  U.S.  tobacco  trade,  as  outlined  in  your 
invitation,  and  on  the  President's  excise  tax  proposal  to  finance 
health  care  programs. 

This  association  is  adamantly  opposed  to  the  announced  75  cents 
per  pack  increase  in  cigarette  excise  tax  to  finance  a  national 
health  care  program  because  it  would  result  in  thousands  of  lost 
jobs  and  ruin  local  and  regional  economies  in  a  single  section  of  the 
country. 

Let  us  now  turn  to  a  review  of  the  NAFTA  and  GATT  trade 
agreements.  This  association  has  participated  in  the  reviews  of  the 
NAFTA  and  GATT  through  the  USDA/USTR  Agricultural  Tech- 
nical Advisory  Committee  for  Tobacco,  which  has  issued  reports  to 
Congress  on  each  agreement.  For  the  record,  a  complete  copy  of 
each  report  is  attached  to  my  written  comments.  I  will  summarize 
key  points  and  impacts  on  tobacco  trade  opportunities. 

Prior  to  the  implementation  of  NAFTA,  Mexico  required  import 
licenses  for  tobacco,  although,  in  practice,  import  licenses  were  very 
rarely  issued,  and  applied  a  15  percent  to  20  percent  tariff,  depend- 
ing on  the  product.  Under  NAFTA,  Mexico  eliminates  the  licensing 
requirement  for  tobacco  and  applies  a  50  percent  tariff  to  be 
phased  out  over  a  10-year  transition  period.  The  first  stage  of  the 
phase-out  took  effect  January  1,  of  this  year,  reducing  the  applied 
tariff  rate  to  45  percent  ad  valorem. 

Prior  to  implementation  of  NAFTA,  U.S.  trade  levels  for  tobacco 
varied  widely,  depending  on  the  product.  Moreover,  the  duty  draw- 
back program  refunded  most  tariff's  paid  on  tobacco  imports  when 
the  processed  products  were  exported.  Under  NAFTA,  all  U.S.  tar- 
iffs on  tobacco  products  are  either  removed  immediately  or  phased 
out  over  10  years.  The  duty  drawback  terminates  January  1,  2001. 
For  those  items  on  which  Mexico  has  received  GSP  duty-free  rate, 
the  tariff  will  be  locked  in  at  the  duty-free  rate  under  NAFTA. 
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I  want  to  note  that  we  have  subsequently  petitioned  USTR  to  ne- 
gotiate an  acceleration  of  a  tariff  phase-out  period  to  5  years  in- 
stead of  the  10  years  currently  provided  in  the  agreement.  We  be- 
lieve that  the  substantially  higher  ad  valorem  tariff  on  tobacco  en- 
tering Mexico  from  this  country  will  price  United  States  leaf  to- 
bacco and  tobacco  products  well  above  the  affordable  level  of  the 
Mexican  market.  Accelerating  the  phase-out  to  5  years  will  provide 
the  United  States  tobacco  industry  reasonable  access  to  the  Mexi- 
can market  at  a  much  earlier  time,  and  it  will  harmonize  United 
States  and  Mexican  schedules  with  those  already  in  effect  under 
the  Canada  Free-Trade  Agreement. 

The  long-term  benefit  of  NAFTA  for  United  States  tobacco  pro- 
ducers is  clear.  The  United  States  historically  has  exported  very  lit- 
tle tobacco  to  Mexico  because  of  restrictive  import  tariffs  and  li- 
censes. NAFTA  should  increase  United  States  exports  by  removing 
these  trade  barriers.  According  to  the  USDA's  Office  of  Economics, 
exports  of  United  States  leaf  and  tobacco  products  to  Mexico  are 
likely  to  exceed  $100  million  by  the  end  of  the  transition  period — 
10  times  the  level  of  exports  that  would  be  expected  in  the  absence 
of  NAFTA. 

The  Uruguay  Round  GATT  agreement  gains  market  access  for 
United  States  tobacco  by  reducing  tariff  barriers,  converting  non- 
tariff  barriers  into  trade  equivalents,  and  subsequently  reducing  all 
tariffs.  Even  though  these  goals  were  met,  market  access  gains  for 
tobacco  were  only  modest.  While  the  net  results  are  not  likely  to 
expand  United  States  tobacco  exports  significantly,  they  will  help 
United  States  tobacco  maintain  its  current  competitive  position  in 
the  world  market.  Some  of  the  tariff  reductions  will  merely  offset 
increases  in  U.S.  leaf  during  the  phase-in  period. 

In  the  implementing  legislation,  we  urge  Congress  specifically  to 
authorize  the  negotiation  of  accelerated  reduction  of  tariff  rates  as 
agreed  to  in  the  Uruguay  Round. 

Mr.  Rose.  Let  me  interrupt  here.  I  think  that  is  an  excellent  idea 
and  I  will  certainly  support  that  any  way  I  can. 

Mr.  BUNN.  This  primarily  affects  cigar  tobacco. 

Mr.  Rose.  Yes,  thank  you. 

Mr.  BuNN.  The  U.S.  tobacco  commitments  in  the  Uruguay  Round 
GATT  agreements  reflect  Tobacco  ATAC's  recommendations  for 
minimum  offers  on  several  significant  harmonized  tariff  schedule 
line  items.  These  include  15  percent  reductions  on  major  leaf  im- 
port categories.  Because  we  were  offering  minimal  access  to  the 
U.S.  market,  our  negotiators  were  limited  in  their  negotiating  le- 
verage to  gain  concessions  from  major  trading  partners.  In  addi- 
tion, the  U.S.  negotiators  reported  they  encountered  resistance  in 
negotiating  market  access  from  numerous  trading  partners  and 
competing  suppliers  due  to  the  recent  enactment  of  the  U.S.  legis- 
lation that  limited  foreign  tobacco  content  in  U.S. -manufactured 
cigarettes.  Several  GATT  members  cited  this  blending  requirement 
as  a  violation  of  GATT  and  took  the  opportunity  to  resist  our  mar- 
ket access  requests.  The  U.S.  negotiators  reported  they  were  not 
successful  in  overcoming  the  perception  of  this  law's  implications. 

We  are  aware  that  this  domestic  content  law  also  has  resulted 
in  GATT  administrative  actions,  which,  thus  far,  amounts  to  set- 
ting up  a  panel  to  examine  the  complaint  of  several  tobacco  export- 
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ing  countries  that  the  domestic  content  law  is  unfair  and  illegal 
under  GATT.  After  the  panel  is  formally  constituted,  it  will  have 
90  days  to  hand  down  a  report,  which  must  then  be  adopted  by  the 
ruling  GATT  Council.  The  seven  countries  which  requested  GATT 
arbitration  are:  Brazil,  Canada,  Chile,  Colombia,  El  Salvador,  Gua- 
temala, Thailand,  and  Zimbabwe.  New  Zealand,  the  12-member 
European  Union,  and  Indonesia,  speaking  on  behalf  of  the  Associa- 
tion of  South  East  Asian  Nations,  all  supported  the  request  for  the 
panel. 

Until  GATT  makes  a  ruling,  it  will  be  premature  for  us  to  com- 
ment further  on  the  complaint  as  filed,  other  than  to  note  that 
most  of  the  complaining  countries  are  not  importers  of  U.S.  to- 
bacco, although  most  have  been  exporters  to  the  United  States. 
One,  Thailand,  has  been  a  long-time  dependable  customer  of  U.S. 
tobacco — to  the  extent  that  only  United  States,  flue-cured  tobacco 
is  imported  by  the  Thai  Tobacco  Monopoly. 

Now  let  us  look  specifically  at  the  domestic  content  law  and  ex- 
amine its  impact  on  sales  of  U.S.  tobacco.  We  can  understand  and 
sympathize  with  the  frustration  felt  by  U.S.  tobacco  growers  at  the 
dramatic  increase  in  imports  of  foreign  tobacco  that  have  occurred 
in  the  last  2  years.  However  unfortunate,  it  is  a  fact  that  rising  im- 
ports are  only  a  symptom  of  the  problem;  they  are  not  the  problem 
itself.  Dramatic  growth  in  consumption  of  low-priced  generic  ciga- 
rettes, not  only  in  the  United  States  but  also  elsewhere  in  the 
world,  has  created  strong  pressure  on  manufacturers  to  use  lower 
cost  inputs,  including  lower  cost  tobacco. 

Although  imposing  import  restrictions  in  the  form  of  domestic 
content  requirement  will  eventually  reduce  the  use  of  foreign  leaf 
in  cigarettes  sold  here  in  the  domestic  market,  there  will  be  a  price 
to  pay  on  the  other  side  of  the  trade  equation.  While  import  restric- 
tions may  result  in  a  greater  stability  for,  or  even  an  increase  in 
U.S.  quotas  for  Flue-cured  and  Burley  tobacco  in  the  near-  to  mid- 
term, these  restrictions  actually  set  in  motion  what  could  be  irre- 
versible losses  on  the  export  side — losses  that  we  expect  will  result 
in  long-term  decline  of  U.S.  production. 

We  believe  three  factors  will  lead  to  the  decline  in  leaf  exports: 

One.  The  import  restrictions  imposed  by  this  legislation  are 
clearly  GATT-illegal  and  can  result  in  retaliation  by  a  number  of 
our  trading  partners  who  are  also  major  markets  for  U.S.  leaf. 

Two.  A  number  of  our  export  customers  have  stated  explicitly 
that  if  these  import  restrictions  are  adopted,  they  will  reduce  their 
purchases  of  U.S.  leaf.  In  1993,  Tekel  purchases  from  the  United 
States  were  down  40  percent  compared  to  1992. 

Three.  The  tobacco  which  is  diverted  by  import  restrictions  from 
the  United  States  market,  from  places  like  Brazil,  Zimbabwe,  and 
Malawi,  will  likely  be  sold  at  depressed  prices  in  the  world  export 
market,  to  the  future  detriment  of  United  States  leaf. 

Mr.  Rose.  I  thought  you  said  you  were  going  to  reserve  judg- 
ment. On  the  previous  page  you  said  "Until  GATT  makes  a  rule, 
it  would  be  premature  for  us  to  comment  further  on  the  complaint 
as  filed,  other  than  to  note  that  most  of  the  complaining  countries 
are  not  importers  of  U.S.  tobacco,  although  *  *  *."  Go  ahead.  You 
are  making  judgment. 
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Mr.  BUNN.  Well  excuse  me,  I  intended  for  this  to  be  opinions  of 
the  association  and  not  comment  toward  the  GATT  panel  itself. 

Mr.  Rose.  OK.  Thank  you. 

Mr.  BuNN.  We  believe  cigarette  exports  will  also  suffer.  If  some 
production  of  export  cigarettes  is  moved  to  offshore  facilities  in 
order  to  compete  in  foreign  markets,  it  is  unlikely  that  the  same 
content  of  U.S.  leaf  will  be  used  as  when  these  cigarettes  were 
manufactured  in  the  United  States. 

We  firmly  believe  that  any  effort  to  deal  with  the  changing  world 
tobacco  market  through  U.S.  import  restrictions  will  ultimately  re- 
sult in  serious  long-term  damage  to  the  domestic  tobacco  industry 
and  our  ability  to  export  U.S.  leaf. 

We  can  control  the  source  of  tobacco  used  in  domestic  manufac- 
turing as  the  domestic  content  law  provides.  We  cannot  have  it 
both  ways,  either  we  compete  in  the  world  market  or  we  settle  for 
what  is  left  of  a  declining  domestic  market. 

The  greatest  impact  of  all  this,  by  far,  is  on  U.S.  tobacco's  com- 
petitive position  in  the  marketplace  and  the  effect  that  that  will 
have  on  how  the  tobacco  program  operates.  The  program  may  have 
to  be  adjusted  to  make  U.S.  tobacco  more  competitive,  both  at 
home  and  abroad.  In  the  fall  and  winter  of  1992,  several  meetings 
were  held  to  discuss  ways  of  making  U.S.  tobacco  more  competitive. 
Instead,  the  nontariff  trade  barrier  route  was  taken.  While  the 
problem  of  rising  imports  has  been  resolved  temporarily,  we  have 
done  nothing  to  preserve  or  improve  our  ability  to  compete  in  the 
world  market. 

It  is  self-evident  that  value-added  products  receive  a  higher  price 
in  the  marketplace  than  raw  materials.  But  for  tobacco,  that  dif- 
ference between  the  price  a  farmer  receives  and  the  price  an  export 
customer  pays  for  U.S.  tobacco  is  becoming  wider  than  the  market 
will  bear  because  so  much  of  the  added  price  does  not  reflect  added 
value.  One  example:  The  cost  of  proposed  export  reporting  require- 
ments will  add  even  more  cost  to  our  product  without  adding  value. 

We  recognize  the  need  for  accurate  and  reliable  data  regarding 
the  quantity  of  U.S.-grown  tobacco  that  enters  the  export  market; 
however,  we  must  point  out  that  these  data  are  already  available. 
Therefore,  we  oppose  the  proposed  export  reporting  requirements 
for  three  main  reasons:  One,  the  proposed  reports  will  duplicate 
some  data  already  being  collected  by  the  Bureau  of  Census;  two, 
the  proposed  disclosure  of  our  customers'  proprietary  information 
on  grade  blends  will  discourage  some  foreign  customers  from  pur- 
chasing U.S.  leaf;  and  three,  the  reporting  will  be  extremely  bur- 
densome and  costly. 

For  these  reasons,  we  remain  strongly  opposed  to  the  burden- 
some requirements. 

Before  I  close  today,  I  want  to  state,  for  the  record,  our  concerns 
about  the  plans  to  close  the  Oxford  Tobacco  Research  Station.  Clos- 
ing this  research  facility  will  have  far-reaching  effects  on  our  abil- 
ity to  conduct  research  on  a  national  scale.  One  specific  project  will 
serve  as  an  excellent  example  of  the  importance  of  this  research  fa- 
cility: For  the  past  few  years,  we  have  worked  closely  with  Oxford 
Station  scientists  to  resolve  the  blue-mold-related  phytosanitary  re- 
striction trade  barrier  imposed  by  China.  We  are  making  substan- 
tial progress  in  this  effort,  and  the  work  of  Dr.  Harvey  Spurr  could 
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very  well  eventually  open  the  vast  Chinese  market  for  U.S.  leaf  ex- 
ports. To  shut  down  the  Oxford  Station  now  would  mean  we  will 
have  to  start  over  to  fmd  assistance  elsewhere  and  delay  our  oppor- 
tunity for  access  to  this  very  important  and  very  large  market  for 
U.S.  tobacco.  Research  conducted  by  the  Oxford  Research  Station 
carries  an  enormous  credibility  throughout  the  world,  not  only  be- 
cause the  work  itself  is  valuable,  but  also  because  it  is  known  to 
be  unbiased  and  because  it  bears  the  USDA  stamp  of  approval. 

Thank  you  again  for  inviting  us  here  today.  We  appreciate  the 
opportunity  to  convey  our  views. 

[The  prepared  statement  of  Mr.  Bunn  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  Rose.  Thank  you. 

I  think  you  know  that  in  addition  to  Oxford,  these  are  proposed 
location  closeouts  and  reductions.  Oxford,  28  people,  $1,766,000; 
Lexington,  Kentucky,  15  people,  $1,548,000;  Beltsville,  Maryland, 
no  closeouts  but  reduce  14  personnel  for  $1,687,000.  I  am  also  op- 
posed to  closing  down  Oxford  and  the  one  in  Lexington  and  the  one 
in  Beltsville.  We  will  just  have  to  see  what  we  can  do  with  the  cur- 
rent budget  implications. 

I  will  come  back  after  this  is  over,  but  Mr.  Bunn,  what  would  you 
suggest  we  need  to  do  to  be  price  competitive?  And  do  you  favor 
a  two-tier  system  or  do  you  favor  a  general  price  support  reduction, 
and  if  so,  how  much? 

Mr.  Bunn.  We  supported  a  two-tier  program  in  the  process  of  the 
legislation,  but  since  that  was  not  passed,  then  I  suppose  that  is 
not  a  viable  option. 

Mr.  Rose.  Well,  all  things  are  possible. 

Mr.  Bunn.  I  think  that  a  two-tiered  system  would  help  us  main- 
tain our  presence  in  the  export  market  in  a  strong  way  with  regard 
to  cigarette  exports. 

Mr.  Rose.  All  right,  what  would  you  do  to  the  domestic  use  lev- 
els? Would  you  leave  them  the  same  or  would  you  reduce  them, 
and  what  would  you  set  the  export  levels  at?  I  am  sure  you  all 
have  worked  up  some  numbers,  what  would  you  recommend? 

Mr.  Bunn.  We  do  not  have  any  numbers  to  present  here  today, 
but  we  can  certainly  come  up  with  some  numbers,  if  you  would  like 
to  have  those  presented. 

Mr.  Rose.  All  right.  Well  let  me  ask  you,  you  obviously  have  an 
opinion.  If  we  did  not  have  a  two-tier  system,  but  we  wanted  to  be 
competitive  in  the  world  market  and  Flue-cured  is  now  about 
roughly  $1.60,  where  should  it  go  to— $1,  $1.25?  What  would  your 
association  recommend? 

Mr.  Bunn.  The  association  believes  that  there  will  be  a  direct  re- 
lationship between  the  reduction  in  the  price  and  the  increase  of 
export  of  tobacco.  Depending  on  how  much  you  reduce,  it  avails  you 
to  a  larger  segment  of  the  market.  Now  if  you  are  talking  about 
returning  to  previous  export  levels,  I  do  not  have  a  figure  there, 
but  I  can  certainly  propose  a  figure  at  a  later  date  as  to  what  the 
price — but  that  is  a  farmer  matter.  The  farmers  should  decide  at 
what  level  they  want  to  compete. 

Mr.  Rose.  How  would  you  suggest  that  we  get  all  of  the  farmers 
to  decide  at  one  level,  go  around  to  each  of  their  homes  and  visit 
them  in  their  homes  and  have  a  questionnaire?  I  mean,  farmers 
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are  diverse  and  wide,  thrown  across  the  tobacco  growing  belt. 
Specify  if  you  will  the  political  mechanism  by  which  you  would 
have  us  reach  this  decision.  I  mean  that  is  the  problem.  You  will 
not  publicly  suggest  what  the  level  should  be  in  front  of  an  audi- 
ence full  of  farmers,  yet  you  intend  for  somebody  to  come  up  with 
those  figures,  and  to  have  the  good  fortune  to  be  able  to  suggest 
this  reduction.  And  I  would  just  like  to  see  you  do  it.  Tell  us  what 
you  think  it  should  be. 

Mr.  BUNN.  I  do  not  have  a  figure.  Congressman,  but  I  certainly 
know  that  if  we  do  reduce  price  supports,  that  we  are  going  to  in- 
crease our  availability  to  markets. 

Mr.  Rose.  OK,  if  we  reduce  it  10  cents,  to  $1.50  average,  how 
much  will  that  increase  the  access  to  the  market? 

Mr.  BuNN.  Increase  how  much  now? 

Mr.  Rose.  If  it  is  $1.60  now  and  we  go  down  to  $1.50,  what  is 
that  going  to  buy  us  vis-a-vis  60  cent  Zimbabwe  tobacco? 

Mr.  BuNN.  There  are  many  factors  that  figure  into  that  situation 
and  I  do  not  have  the  figures  here  to  say  as  to  how  much  it  would 
do.  But  I  do  know  that  when  the  price  support  was  reduced  with 
the  1985  legislation,  that  we  certainly  did  hold  our  own  in  exports 
and  expanded  in  some  cases.  We  made  our  tobacco  more  available 
to  several  markets. 

Mr.  Rose.  How  much  did  we  cut  it  in  1985? 

Mr.  BuNN.  I  do  not  remember  the  figure. 

Mr.  Rose.  Anybody  in  the  audience  remember  the  figure? 

Mr.  Snell.  Roughly  15  percent,  we  went  in  Burley  from  about 
$1.78  to  about  $1.48. 

Mr.  Rose.  We  roughly  decreased  the  price  support  level  15  per- 
cent, and  we  held  our  own. 

Mr.  BUNN.  Yes,  sir. 

Mr.  Rose.  And  we  increased — would  you  say  there  was  a  net 
gain  or  a  net  loss  or  did  we  just  about  hold  our  own? 

Mr.  BuNN.  I  think  it  was  a  net  gain  dollarwise,  I  am  sure  that 
we  exported  much  more  tobacco  than  we  did  in  previous  years,  dol- 
larwise. 

Mr.  Rose.  All  right.  I  am  not  picking  on  you,  I  am  just  saying 
that  we  have  a  lot  of  people  that  give  us  advice  in  Washington, 
there  are  lots  of  people  up  there  that  say  there  are  places  that  we 
ought  to  cut  the  budget,  but  then  when  we  ask  them  where,  they 
say  well  we  have  not  got  the  answers  to  that.  That  was  one  of  Mr. 
Perot's  problems,  he  could  not  come  up  with  the  specifics.  Now  I 
am  not  trying  to  compare  you  to  Ross  Perot,  but  I  am  saying 

Mr.  BUNN.  I  hope  not. 

Mr.  Rose.  I  have  great  respect  for  the  man's  abilities,  but  we 
need  some  specific  numbers  and  specific  guidance  that  we  can  de- 
bate and  that  people  can  sit  around  the  table  and  look  at  the  num- 
bers honestly  and  openly  and  be  very  frank  with  each  other.  If  we 
reduce  the  price  support  level  this  amount,  what  will  we  get  for  it. 
I  have  told  the  candy  manufacturers  that  we  will  reduce  the  price 
support  level  on  peanuts  whatever  they  ask  us  to,  if  they  will  agree 
to  pass  those  savings  on  to  the  American  housewife.  And  they  say 
they  cannot  do  that.  Some  of  us  think  you  could  give  peanuts  away 
and  the  price  of  a  candy  bar  would  not  be  affected. 
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So  I  approach  this  with  some  degree  of  skepticism.  I  do  under- 
stand that  from  a  point  of  view  of  a  leaf  dealer,  you  have  to  have 
a  competitively  priced  product  to  export — there  is  no  doubt  about 
that.  If  we  had  a  two-tier  system  or  if  we  just  generally  reduced 
the  price  support  level  of  a\\  tobacco,  what  would  the  numbers  look 
like? 

Now  would  you  not  agree  that  it  would  be  better — well,  you 
would  prefer  a  two-price  system  probably  over  just  a  general  reduc- 
tion, would  you  not? 

Mr.  BUNN.  A  two-price  system? 

Mr.  Rose.  I  mean  a  two-tier  system. 

Mr.  BuNN.  A  two-tier  system. 

Mr.  Rose.  One  system — grow  it  at  one  price  for  export  like  we 
do  in  peanuts,  grow  it  for  another  price  for  domestic  consumption. 

Mr.  BuNN.  I  do  not  know  the  complications  of  a  two-tier  price 
support  system.  I  understand  it  is  rather  complicated  and  I  do  not 
know  the  details  and  complications. 

Mr.  Rose.  All  right. 

Mr.  BuNN.  But  one  factor  in  selling  tobacco,  as  to  how  much  you 
sell — our  tobacco  is  unique.  Of  course  it  is  higher  priced,  but  there 
is  a  quality  factor  involved,  so  the  customers  are  willing  to  pay  at 
some  point  more  for  our  tobacco  because  of  the  quality  element. 
And  you  have  to  weigh  that  with  each  customer  and  each  customer 
situation  is  different. 

Mr.  Rose.  Well  would  you  supply  us  some  thoughts  on  what  the 
price  support  levels  should  be  and  how  you  believe  they  would  aid 
the  farmer.  Will  you  try  to  do  that  for  us? 

Mr.  BuNN.  I  think  the  price  support  should  be  reduced  to  encour- 
age exports,  I  think  some  of  the  cost  that  the  producer  is  not  re- 
ceiving, that  the  customer  is  pajdng,  should  be  reduced.  And  as  far 
as  a  specific  level,  I  think  the  leadership  is  very  capable  of  coming 
up  with  a  compromise  position  on  that.  And  I  leave  that  in  their 
hands. 

Mr.  Rose.  Well  if  the  mood  strikes  you  in  the  next  10  days,  you 
write  us  a  letter  and  give  us  those  specifics  and  we  will  make  them 
a  part  of  this  record.  We  are  not  requiring  you  to,  but  we  say  if 
you  have  any  thoughts. 

And  all  of  the  statements  of  all  of  the  panelists,  including  their 
prepared  statement,  will  be  made  a  part  of  today's  record.  You 
have  summarized  parts  of  your  statement,  but  I  want  the  whole 
thing  to  be  a  part  of  the  record. 

Thank  you,  Mr.  Bunn. 

[The  material  follows:] 
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March  21,  1994 


The  Honorable  Charlie  Rose,  Chairman 
Speciality  Crops  Subcommittee 
Committee  on  Agriculture 
U.  S.  House  of  Representatives 
2230  Rayburn  House  Office  Building 
Washington,  D.  C.   20515-3307 

Dear  Mr.  Chairman: 

In  response  to  your  invitation  issued  at  the 
Subcommittee  Field  Hearing  in  Lumberton  February  21, 
1994,  to  submit  additional  information  for  the 
Subcommittee  for  consideration,  I  met  with  Dr.  Bla)ce 
Brown,  an  Economist  at  North  Carolina  State  University, 
on  February  25,  1994  and  discussed  the  availability  of 
information  of  price  elasticity  on  Flue-Cured  and  Burley 
exports.   Dr.  Brown  indicated  that  he  was  in  the  process 
of  developing  data  that  would  profile  price  elasticity  of 
Flue-Cured  exports  and  that  Dr.  Wil  Snell,  and  Economist 
at  the  University  of  Kentucky,  was  developing  similiar 
data  on  Burley  exports.   Dr.  Brown  indicated  the  project 
should  be  completed  in  late  April  or  early  May  and  that 
he  would  provide  the  Subcommittee  and  the  industry  with 
copies  of  the  information  as  soon  as  it  becomes 
available. 

Leaf  Tobacco  Exporters  Association  believes  that 
current  price  elasticity  information  can  be  helpful  in 
evaluating  price  support  options. 

I  want  to  thank  you  for  inviting  the  Association  to 
testify  at  your  hearing  on  tobacco  matters. 


Sincerely, 


T .  Bunn 
Executive  Vice  President 
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Mr.  Rose.  I  am  going  to  get  Mr.  Milby  and  then  we  will  let  our 
Commissioner  have  the  floor.  We  are  very  happy  today  to  have  Mr. 
David  Milby,  the  Leaf  vice  president  of  Philip  Morris.  Several  years 
ago,  Mr.  Milby  took  Mr.  Witcher  Dudley's  position.  Many  of  you  all 
remember  him.  Mr.  Milby,  we  thank  you  for  being  in  Lumberton 
today  for  your  testimony  before  this  subcommittee.  Your  full  state- 
ment will  be  made  a  part  of  the  record,  your  statement  is  relatively 
short,  so  you  may  proceed  as  you  choose. 

STATEMENT  OF  DAVID  MILBY,  VICE  PRESIDENT,  LEAF 
TOBACCO,  PHILIP  MORRIS  U.Sj\- 

Mr.  Milby.  Thank  you.  Chairman  Rose.  On  behalf  of  Philip  Mor- 
ris, I  would  like  to  thank  you  for  giving  us  this  opportunity  to  ap- 
pear before  you  today  to  discuss  the  issues  vital  to  the  future  of  the 
U.S.  tobacco  industry. 

First,  I  would  like  to  address  the  tobacco  provisions  of  the  1993 
Omnibus  Budget  Reconciliation  Act,  commonly  referred  to  as  the 
75/25  provisions,  sponsored  by  Chairman  Rose  and  Senator  Wen- 
dell Ford  of  Kentucky. 

Philip  Morris  supports  this  legislation  because  of  the  need  to 
bring  stability  to  the  domestic  tobacco  program  and  ensure  long- 
term  viability  of  tobacco  production  in  the  United  States.  Chairman 
Rose  and  Senator  Ford  were  responsive  to  concerns  from  tobacco- 
growing  constituents  in  crafting  and  passing  this  legislation. 

In  addition  to  extending  imported  tobacco  assessments  similar  to 
those  imposed  on  the  marketing  of  domestic  leaf,  this  legislation 
imposes  penalties  on  domestic  cigarette  manufacturers  who  use 
more  than  25  percent  foreign  tobacco  in  their  cigarettes  during  a 
calendar  year. 

As  Senator  Ford  has  pointed  out,  this  does  not  set  a  quota  on  im- 
ported leaf,  nor  does  it  impose  a  tariff  on  tobacco  imports.  It  also 
does  not  require  that  any  particular  brand  contain  any  specific 
level  of  domestic  tobacco — only  that  the  aggregate  use  of  foreign  to- 
bacco in  the  production  of  cigarettes  in  a  calendar  year  not  exceed 
25  percent.  The  legislation  also  extends  the  10  percent  floor  on 
quota  reductions  to  the  1994-1996  crops,  and  Philip  Morris  also 
supports  this  provision  of  the  act. 

Recently,  a  USDA  preliminary  regulatory  impact  analysis  con- 
cluded that  U.S.  manufacturers  are  expected  to  shift  cigarette  pro- 
duction to  foreign-based  operations.  The  USDA  report  concludes 
that  this  shift  will  reduce  domestic  production  9  percent  a  year  for 
the  next  4  years,  for  a  total  loss  of  11,000  jobs. 

Speaking  for  Philip  Morris  U.S.A.,  which  is  responsible  for  ap- 
proximately 60  percent  of  all  U.S.  cigarette  exports,  Mr.  Chairman, 
we  have  no  plans  to  move  export  production  of  cigarettes  offshore 
to  avoid  the  75/25  requirements. 

Nor  do  we  understand  the  underlying  rationale  for  any  signifi- 
cant overseas  shift  in  production.  Ninety  percent  of  all  cigarette  ex- 
ports are  premium  brands.  U.S.  tobacco  is  the  backbone  of  these 
premium  brands.  Philip  Morris  takes  pride  in  "Made  in  the  U.S.A." 
and  will  protect  our  premium  brands.  Furthermore,  there  currently 
is  an  excess  in  domestic  cigarette  production  capacity  and  it  does 
not  make  any  economic  sense  to  move  cigarette  production  over- 
seas. 
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Let  me  also  add  that  Philip  Morris  will  not  reduce  its  traditional 
use  of  Oriental  tobacco  in  response  to  the  75/25  provision.  The 
unique  flavor  contribution  Oriental  brings  to  our  cigarette  blends 
makes  its  continued  use  essential.  Moreover,  it  is  clearly  the  intent 
of  the  authors  of  the  law  not  to  restrict  noncompetitive  Oriental 
leaf.  They  took  into  account  historic  usage  of  Oriental  tobacco  by 
the  U.S.  cigarette  manufacturers  in  calculating  the  75/25. 

Second,  Mr.  Chairman,  I  would  like  to  comment  on  recent  foreign 
trade  liberalization  and  its  potential  effect  on  U.S.  tobacco  and 
cigarettes. 

Both  the  NAFTA  and  the  Uruguay  Round  offer  prospects  for  in- 
creased sales  of  American  leaf  and  tobacco  products.  Although  it 
will  be  several  years  before  we  see  any  real  reduction  in  Mexican 
tariffs,  it  is  our  hope  that  the  progressive  reduction  of  duties 
spelled  out  as  part  of  NAFTA  will  eventually  mean  the  United 
States  leaf  and  cigarettes  will  enter  Mexico  without  having  to  sur- 
mount the  virtually  impenetrable  barriers  that  exist  currently. 

Substantial  liberalization  will  also  result  from  the  Uruguay 
Round.  For  example,  the  European  Union  will  lower  its  import  du- 
ties for  unmanufactured  tobacco  by  20  percent,  while  its  duties  for 
manufactured  tobacco  will  be  reduced  by  a  total  of  36  percent  over 
six  annual  stages.  Similar  reductions  in  import  duties  are  antici- 
pated in  almost  all  current  markets. 

Parenthetically,  I  would  like  to  point  out  that  Philip  Morris  is 
the  largest  buyer  of  American  leaf  in  the  European  Union. 

We  cannot,  as  yet,  perform  an  accurate  assessment  of  the  overall 
trade  potential  from  liberalization.  But  it  is  reasonable  to  assume 
that  those  of  us  involved  in  the  U.S.  tobacco  industry  will  have 
greatly  increased  opportunities  to  export  both  American  leaf  and 
cigarettes  in  the  future. 

We  are  well  aware  that  U.S.  tobacco  faces  excessive  fees  and  tar- 
iffs and  other  nontariff  trade  barriers  that  effectively  deny  market 
access  by  U.S.  tobacco.  The  irony  of  the  dispute  settlement  panel 
recently  established  to  review  the  GATT  legality  of  the  75/25  provi- 
sions is  that  some  of  the  leading  tobacco  exporting  countries  with 
the  most  restrictive  access  to  their  markets  are  parties  to  the  chal- 
lenge of  the  U.S.  law. 

Finally,  I  would  like  to  take  this  opportunity  to  address  a  devel- 
opment that  could  undermine  all  of  the  potential  benefits  for  our 
industry  created  by  the  Reconciliation  Act  and  trade  liberalization. 

I  am  speaking  of  the  current  administration  proposal  to  increase 
the  Federal  excise  tax  on  tobacco  more  than  300  percent — from  24 
to  99  cents  per  pack — to  fund  health  care  reform. 

While  the  export  market  has  growth  potential  and  importance  for 
the  U.S.  industry,  the  domestic  market  continues  to  be  the  founda- 
tion for  Philip  Morris'  long-term  success  and  the  success  of  all  U.S. 
tobacco  producers.  Our  company's  president  and  CEO,  William 
Campbell,  recently  said  that  there  is  no  single  issue  more  impor- 
tant to  the  industry  than  this  proposed  tax  increase  on  our  prod- 
ucts. If  enacted,  the  tax  could  cause  a  25  to  30  percent  reduction 
in  consumption,  leading  to  a  corresponding  negative  economic  im- 
pact that  would  be  felt  throughout  the  entire  tobacco  chain  of  grow- 
ers, leaf  dealers,  manufacturers,  wholesalers,  and  retailers. 
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This  proposal  has  created  great  uncertainty  within  the  industry. 
Such  uncertainty  makes  it  difficult  for  both  growers  and  manufac- 
turers to  plan  for  the  future.  Reduced  manufacturers'  buying  inten- 
tions for  the  1994  Flue-cured  and  Burley  quotas  and  subsequent 
quota  reductions  are  a  direct  manifestation  of  this  uncertainty.  If 
there  was  ever  a  time  for  the  entire  industry  to  be  united  behind 
one  issue,  now  is  the  time. 

Mr.  Chairman,  we  look  to  you  to  continue  your  leadership  and 
provide  the  industry  guidance  in  Congress  as  we  oppose  this  unfair 
tax  on  our  products.  For  our  part,  we  at  Philip  Morris  are  commit- 
ted to  the  long-term  future  of  the  U.S.  tobacco  industry  and  to  a 
continued  partnership  with  the  U.S.  tobacco  growers. 

On  behalf  of  Philip  Morris,  thank  you  for  giving  us  this  oppor- 
tunity to  express  our  concerns  to  you  directly  today.  Thank  you. 

[The  prepared  statement  of  Mr.  Milby  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  Rose.  Thank  you,  David  Milby,  we  very  much  appreciate  the 
support  of  Philip  Morris,  and  we  hear  your  message  to  us  loud  and 
clear  about  the  tax  issue  and  you  have  our  assurances  that  we  are 
taking  that  issue  as  seriously  as  you  are. 

At  this  time,  I  would  like  to  call  on  our  commissioner  of  agri- 
culture, Jim  Graham,  who  has  a  few  comments  to  make.  Then  we 
will  allow — if  any  of  you  want  to  question  any  of  the  panel  or  Mr. 
Graham.  We  have  one  more  panel  after  that  and  then  we  will 
break  for  lunch.  Jim  Graham,  the  floor  is  yours. 

STATEMENT  OF  JIM  GRAHAM,  COMMISSIONER  OF 
AGRICULTURE,  STATE  OF  NORTH  CAROLINA 

Mr.  Graham.  Thank  you  very  much,  Mr.  Chairman,  I  was  a  little 
bit  late  this  morning,  I  had  some  travel  difficulties,  but  I  came 
down  with  R.W.  Wilkins  of  the  Gk)vemor's  offiice. 

I  want  to  commend  you  and  thank  you.  Congressman  Rose,  for 
your  leadership  in  holding  this  hearing.  I  appreciate  participating 
in  the  panel  and  hopefully  the  testimony  that  is  being  given  here 
and  discussed  here,  will  help  your  subommittee  get  factual  infor- 
mation about  some  of  the  problems  in  the  tobacco  industry.  I  do  not 
have  to  tell  you  or  any  of  you  gentlemen  and  ladies  about  our  cur- 
rent problems  that  have  been  alluded  to  here  already  today,  and 
will  continue.  1993,  as  we  all  know,  was  not  a  good  year  for  most 
of  the  industry. 

Manufacturers  did  not  have  a  good  year.  Some  of  their  problems, 
however,  were  self-inflicted.  The  generic  cigarette,  which  is  taking 
an  ever-increasing  share  of  the  market,  has  caused  both  domestic 
and  export  profits  to  shrink.  In  early  1993,  this  price  war  spilled 
over  into  the  premium  brands.  Most  domestic  manufacturers 
showed  major  reductions  in  profits.' 

While  many  of  the  companies  cut  employment  substantially  and 
announced  future  reductions,  there  was  a  real  burden  on  workers 
who  lost  their  jobs.  And  that  affected  our  growers. 

Companies  also  started  looking  for  cheaper  sources  of  tobacco. 
The  obvious  way  to  cut  leaf  cost  was  to  import  more  tobacco  and 
a  lot  of  cheap  priced  leaf  was  available. 

In  the  early  1970's,  less  than  5  percent,  Mr.  Chairman,  5  percent 
of  imported  Burley  and  Flue-cured  tobacco  went  into  domestic  ciga- 
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rettes.  This  figure  has  risen  to  over  10  percent  in  1980.  And  last 
year,  the  average  was  above  30  percent.  This  is  an  average  of  both 
premium  and  generic  brands. 

Import  figures  are  even  more  reveahng.  Total  imports  of  all  types 
rose  from  175  million  pounds  in  1985  to  555  million  pounds  in 
1993.  The  imports  are  replacing  domestic  leaf  at  a  very  alarming 
and  very  concerning  rate.  These  555  million  pounds  represent  more 
than  37  percent  of  the  combined  Burley  and  Flue-cured  quota  for 
1993.  The  increase  in  imports  has  hurt  U.S.  growers.  The  short- 
term  effect  was  a  weak  market  in  1993-1994.  Flue-cured  stabiliza- 
tion took  in  over  200  million  pounds,  with  more  than  225  million 
pounds  of  Burley  went  under  loan — too  much. 

These  large  stocks  going  under  loan,  coupled  with  sharply  re- 
duced domestic  buying  intentions  caused  both  Burley  and  the  Flue- 
cured  quotas  to  be  cut  10  percent  for  1994.  Cuts  in  both  types 
would  have  exceeded  30  percent  if  it  were  not  for  the  law  limiting 
the  cuts  to  10  percent  for  1994.  We  are  almost  certain  that  we  are 
going  to  have  some  major  quota  cuts  for  1995.  And  I  urge  you.  Con- 
gressman Rose,  to  continue  your  diligence  and  your  efforts  in  work- 
ing to  hold  no  more  than  10  percent  increase  in  the  1995  farm  bill. 

Mr.  Rose.  Let  me  interrupt  you.  I  certainly  have  pledged  to  put 
that  back  in,  but  that  was  my  10  percent  amendment  that  was  in 
there  for  the  1994  season.  We  have  given  the  Secretary  the  author- 
ity to  set  the  level  in  future  years,  but  I  plan  to  have  a  talk  with 
the  Secretary  and  ask  him  to  go  along  with  our  restating  our  10 
percent  in  the  future. 

Mr.  Graham.  Well  thank  you.  If  you  need  any  help  to  get  his  at- 
tention, I  will  try  to  help  you  any  way. 

I  am  just  going  to  close  by  saying  that  we  know  that  the  trend 
in  imports  would  have  our  tobacco  growers  growing  less  and  less 
as  the  imported  leaf  replaced  our  tobacco.  And  I  am  saying  to  you 
today  that  we  need  to  give  this  75/25  legislation  a  chance  to  work 
before  we  scrap  it. 

My  position  is  well  known  on  the  proposed  increases  in  tobacco 
taxes.  If  you  look  in  yesterday's  paper,  you  will  see  about  farms 
going  out  of  business  and  you  have  not  seen  nothing  yet  of  what 
will  happen  to  the  economy  of  this  State,  the  rural  development  of 
this  State,  the  economic  development  of  this  State,  if  they  tax  us 
to  death. 

It  is  unfair  to  expect  any  one  industry  to  bear  the  brunt  of  pay- 
ing for  the  reform.  I  have  written  and  talked  with  personally  the 
President  and  our  entire  congressional  delegation  expressing  our 
concerns.  I  hope  the  people  realize  that  in  my  judgment,  it  will  not 
raise  in  taxes  as  much  as  they  think  it  will  and  it  would  be  dev- 
astating and  there  will  be  less  coming  in.  All  you  have  to  do  is  look 
at  the  foreclosures  that  would  happen  and  all  that,  and  compare 
it  with  Canada. 

You  alluded  to  the  Oxford  Station,  the  Oxford  Research  Station, 
and  we  do  not  want  to  absolutely  cut  it  all  off.  This  research  facil- 
ity has  been  a  real  asset  to  the  entire  tobacco  industry  and  without 
this  research  and  all  those  over  there,  some  day  it  will  be  a  great 
loss.  I  know  it  is  an  uphill  fight  but  we  will  support  you  any  way 
we  can  on  that.  And  I  think  that  we  all  want  to  explain  to  you  our 
sincere  appreciation. 
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One  other  thing — maintain  the  current  tobacco  program.  It  has 
served  us  well  for  over  50  years.  Yes,  amend  it  if  necessary,  but 
keep  the  program.  That  is  the  only  way  that  our  tobacco  growers 
can  survive.  If  it  is  not  broke,  do  not  try  to  fix  it,  just  improve  on 
it. 

I  thank  you  very  much. 

[The  prepared  statement  of  Mr.  Graham  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  Rose.  Thank  you,  sir.  Are  there  any  questions  from  the  audi- 
ence for  any  of  our  panel? 

If  you  will  come  up  to  a  microphone,  we  have  an  opportunity  for 
just  a  couple  of  questions.  Come  to  the  microphone  and  give  me  the 
question  and  I  will — tell  me  who  you  want  it  directed  to. 

Mr.  Todd.  I  am  C.W.  Todd  from  Columbus  County.  I  would  like 
to  direct  it  to  the  gentleman  from  Kentucky. 

I  noticed  that  his  delegation  from  Kentucky  managed  to  put  their 
foot  down  when  NAFTA  was  being  voted  on  and  did  not  put  any 
distilled  liquors  to  help  support  the  health  program  of  Mrs.  Clin- 
ton. Why  did  he  not  do  the  same  thing — or  why  did  they  not  do  the 
same  thing  for  the  tobacco  program  in  their  State? 

Mr.  Rose.  I  am  not  sure — ^you  are  asking  why 

Mr.  Todd.  I  am  talking  about  the  delegation  from  Washington, 
when  the  NAFTA  vote  came  up. 

Mr.  Rose.  Right. 

Mr.  Todd.  They  put  their  foot  down  and  the  Clinton  administra- 
tion backed  off  of  the  taxes  on  distilled  whiskeys. 

Mr.  Rose.  All  right. 

Mr.  Todd.  From  Kentucky. 

Mr.  Rose.  All  right. 

Mr.  Todd.  Why  did  they  not  put  their  foot  down  in  the  same  way 
in  regards  to  their  tobacco  farmers — they  might  not  have  counted 
or  do  not  count  them  as  much,  I  do  not  know  what  the  score  was, 
but  why  did  they  not  get  the  same  treatment  as  did  the  distillery? 

Mr.  Rose.  Thank  you.  The  question  is  why  did  Kentucky  or  Ten- 
nessee or  anybody's  whiskey  not  get  taxed  along  with  tobacco.  I  can 
tell  you  what  Senator  Ford  told  me  and  that  was  that  because  of 
the  tobacco — because  of  the  liquor  tax  that  was  already  on  tobacco 
at  the  Federal  level,  that  the  liquor  industry  turned  in  $100  million 
to  the  Treasury  less  last  year  than  they  were  supposed  to,  and  that 
any  future  increases  would  have  depressed  consumption  more. 

Now  I  have  had  all  kind  of  suggestions  from  people — from  why 
not  put  a  1  penny  tax — 1  penny  or  one-half  a  penny — on  a  soft 
drink.  I  am  not  advocating,  I  am  just  talking  about  suggestions 
that  I  have  heard — a  1  penny  on  a  soft  drink;  something  on  beer; 
something  on  wine;  and  something  on  whiskey,  is  what  you  have 
just  asked. 

Dr.  Snell,  do  you  have  any  particular  insight  into  that?  If  you  do, 
offer  it;  otherwise,  it  is  more  of  a  political  problem  in  Washington 
than  it  is  dealing  with  Dr.  Snell  at  the  University  of  Kentucky.  But 
do  you  have  anything  to  add? 

Mr.  Snell.  I  will  just  maike  a  general  comment,  obviously  I  can- 
not speak  for  our  congressional  delegation,  but  I  think  Congress- 
man Rose  would  agree  with  this  statement,  that  the  Members  of 
Congress  from  Kentucky  are  fighting  an  excise  tax  increase  on  to- 
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bacco  just  as  hard  if  not  even  more  than  any  other  congressional 
delegation  in  the  United  States.  So  obviously  there  are  a  lot  of  dif- 
ferent areas  when  you  look  at  potential  taxes  for  health  care  re- 
form but  based  on  what  I  have  seen  from  our  congressional  delega- 
tion, they  are  fighting  as  hard  as  possible  on  the  excise  tax  in- 
crease on  tobacco. 

Mr.  Rose.  The  ball  game  so  far  as  taxes  is  concerned  is  in  the 
Congress  now,  it  is  in  the  committees,  and  they  will  be  the  ones 
that  will  have  to  make  the  final  decision,  and  that  is  where  we  are 
working  now,  and  I  think  the  Kentucky  delegation  will  be  helping 
us,  looking  for  other  opportunities.  But  you  have  a  good  question, 
thank  you  for  offering  it. 

Next,  Mr.  Gordon  Williams. 

Mr.  Williams.  I  will  just  tell  you  what  I  have  been  told,  I  do  not 
know.  I  have  been  told  that  the  tobacco  farmer  gets  only  3  cents 
of  the  cigarette  dollar,  yet  they  are  always  asked  to  do  the  cuts  and 
take  all  of  the  loss  and  take  everything.  Why  can  somebody  else 
not  take  some  of  these  cuts  as  well  as  the  tobacco  farmer? 

Mr.  Rose.  Thank  you,  sir,  good  comment. 

We  will — anybody  have  one  more — sir,  do  you  have  a  question? 
We  will  take  the  gentleman  on  the  right  and  then  you  on  the  left. 
Come  on  up  to  the  microphone,  both  of  you,  and  then  we  will  go 
to  our  next  panel. 

Yes,  sir. 

Mr.  McMillan.  My  name  is  Richard  McMillan  from  Hoke  Coun- 
ty. 

Mr.  Rose.  From  which  county? 

Mr.  McMillan.  Hoke  County. 

Mr.  Rose.  Yes,  sir. 

Mr.  McMillan.  My  feeling  is  if  we  need  money  for  health  care 
or  whatever  it  might  be  that  is  going  to  benefit  everyone,  instead 
of  singling  out  tobacco,  for  example,  why  do  we  not  raise  sales  tax 
on  everything  nationwide  where  everyone  will  pay,  everyone  will 
benefit? 

Mr.  Rose.  I  think  your  suggestion  is  a  good  one,  it  is  well-taken. 
The  problem  is  that  I  think  the  administration  thought  it  would  be 
politically  easier  to  stick  to  the  tobacco  family  than  it  would  be  to 
have  some  kind  of  national  sales  tax.  Now  I  think  the  day  will 
come  when  you  will  see  a  total  revamp  of  our  income  tax  system. 
I  believe  we  need  to  go  to  some  kind  of  a  flat  tax,  total  simplifica- 
tion of  our  tax  system,  and  have  some  kind  of  a  use  tax  like  you 
are  talking  about — do  away  with  the  income  tax  system  as  it  is 
now  because  the  way  it  is  now,  nobody  is  paying  it  an5rway. 

We  think  that  the  rule  on  health  care  in  Congress  is  going  to  be 
to  minimize  the  cost  of  the  program  and  to  have  a  total  fairness 
in  the  taxing.  So  I  think  the  final  product  that  you  see  will  cost 
less  and  be  fairer  and  will  spread  the  tax  around,  like  you  suggest. 
That  is  a  very  good  suggestion  and  thank  you. 

Mr.  McMillan.  One  more  quick  one. 

Mr.  Rose.  Yes,  sir. 

Mr.  McMillan.  When  you  consider  what  the  farmer  gets  per 
acre  of  tobacco,  $2,000  to  $3,000,  and  you  look  at  the  tax  that  is 
on  tobacco  now — my  understanding  is,  generated  tax  about  $61,000 
an  acre.  Look  at  the  percentage  the  farmer  gets  that  he  has  to  pay 
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his  operating  expenses  out  of  that  figure,  look  at  the  taxes  already 
on  tobacco  and  look  at  the  cost  in  trying  to  maintain  a  tobacco  op- 
eration with  a  cut  from  last  year,  the  cost  of  trying  to  replace  to- 
bacco to  keep  operating,  to  keep  opportunity  for  the  people  that  are 
surviving  off  of  the  farms — it  is  about  to  the  point  of  survival. 

Mr.  Rose.  I  understand.  I  totally  agree  with  you. 

Mr.  McMillan.  Thank  you. 

Mr.  Rose.  Thank  you  for  your  comments,  that  is  why  we  asked 
you  to  comment,  you  are  right  on  point,  every  one  of  you. 

Yes,  sir. 

Mr.  OXENDINE.  Mr.  Chairman,  Roger  Oxendine  from  Robeson 
County.  First  let  me  say  that  I  am  not  up  here  to  criticize  or  ques- 
tion our  tobacco  companies,  we  dearly  need  them.  But  as  I  under- 
stand the  penalty  by  not  abiding  by  the  domestic  content  law  is 
going  to  be  somewhat  severe. 

My  question  is  how  strict  and  to  what  degree  will  the  companies 
be  monitored,  or  will  this  just  be  another  honor  system  that  has 
not  worked  in  the  past? 

Mr.  Rose.  I  think  that  is  a  very  good  question,  and  I  believe  that 
I  have  made  it  clear — I  maybe  did  not  say  it  here  today — to  the 
people  who  are  writing  those  regulations,  but  you  saw  them,  that 
we  want — it  is  not  going  to  be  an  honor  system,  it  is  going  to  have 
teeth  in  it,  it  is  going  to  be  a  system  that  can  be  checked  and  I 
will  make  sure  of  that. 

I  pretty  well  indicated  we  needed  to  close  this  down,  have  you 
got  a  very  short  comment  or  question? 

Mr.  Martin.  Very  short.  Congressman.  My  name  is  Morgan  Mar- 
tin, I  am  in  the  State  house  of  representatives  from  South  Carolina 
representing  Horry  County. 

Mr.  Rose.  Yes,  sir. 

Mr.  Martin.  I  agree  with  the  Philip  Morris  spokesman,  Mr. 
Milby,  that  this  75  cent  proposed  tax  on  cigarettes  is  our  most  im- 
mediate problem. 

My  question  to  you  is  where  does  that  stand,  what  is  its  posture 
now  in  the  Ways  and  Means  Committee  in  Congress,  what  time- 
table are  we  looking  at  before  we  know  what  kind  of  decision  is 
going  to  be  made  on  it.  And  then  second,  what,  if  anything,  can  I 
as  a  representative  or  can  individuals  in  North  and  South  Carolina 
do  to  have  any  input  or  effect  on  what  does  happen? 

Mr.  Rose.  You  can  talk  to  your  congressional  delegation  from 
South  Carolina  and  reflect  to  them  the  concern  of  your  constitu- 
ents, which  we  are  all  doing  every  day — ^you  can  continue  that.  The 
timetable  is  probably  going  to  be  all  year  and  just  before  we  get 
out  for  the  fall  elections,  I  hope  we  will  be  through  by  then.  I  do 
not  think  they  will  let  us  go  home  until  we  get  something  done,  but 
I  think  the  program  will  probably — the  health  program  will  prob- 
ably look  a  lot  differently  than  what  has  been  initially  proposed. 

I  thank  the  panel,  gentlemen,  thank  you  all  for  being  here.  We 
appreciate  everybody. 

Our  last  panel  is  an  important  panel  and  we  have  Mr.  Keith  Par- 
rish,  the  president  of  Tobacco  Growers  Association  of  North  Caro- 
lina; Mr.  Lionel  Edwards,  tobacco  specialist  with  the  North  Caro- 
lina Farm  Bureau  Federation;  Mr.  Robert  Caldwell,  State  master 
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of  the  grange;  Mr.  Bruce  Flye,  the  president  of  Flue-Cured  Tobacco 
StabiHzation  Co-op. 

Gentlemen,  all  of  your  testimony  will  be  made  a  part  of  the 
record  in  full.  I  would  encourage  you,  if  you  will,  to  summarize  it 
in  any  manner  you  see.  We  welcome  Mr.  Keith  Parrish,  the  presi- 
dent of  the  Tobacco  Growers  Association.  Mr.  Parrish,  your  full 
statement  and  all  your  appendices  will  be  made  a  part  of  the 
record.  We  are  glad  to  hear  from  you. 

STATEMENT  OF  D.  KEITH  PARRISH,  PRESIDENT,  TOBACCO 
GROWERS  ASSOCIATION  OF  NORTH  CAROLINA,  INC. 

Mr.  Parrish.  Thank  you,  Congressman.  We  wish  to  give  you  our 
sincere  thanks  and  gratitude  for  allowing  us  to  be  on  the  program 
this  morning.  And  we  would  also  like  to  congratulate  you  on  your 
diligence  and  what  you  are  doing  for  the  tobacco  farmers  of  North 
Carolina  and  this  Nation — thank  you  very  much. 

The  No.  1  concern  for  tobacco  growers  is  the  threat — or  reality — 
of  excise  taxes.  Regardless  of  the  amount  of  the  excise  tax  increase, 
regardless  of  the  purpose  of  additional  taxes  in  any  form,  we  as 
growers  of  tobacco  will  be  harmed.  Our  product,  tobacco,  is  already 
taxed  far  beyond  any  degree  of  fairness.  Our  obligations  to  society 
are  more  than  fulfilled  with  the  current  tax  load  imposed  on  to- 
bacco. Our  position  and  policy  of  Tobacco  Growers  Association  of 
North  Carolina  is  no  more  tobacco  taxes — period. 

Beyond  the  tax  question,  it  is  time  for  us  to  put  our  tobacco  pri- 
orities in  order. 

One.  We  feel  that  we  must  begin  to  stabilize  quota  now. 

Two.  We  must  make  every  effort  to  enhance  exports. 

Three.  The  cost  of  the  regulations  as  they  apply  to  grower  cost 
and  competitive  pricing  of  our  tobacco  in  the  world  market  can  be 
reduced.  The  add-on  cost  to  industry — fees,  reporting,  and  inspec- 
tions— add  cost  to  the  product.  The  add-on  cost  at  the  auction  mar- 
ket level  add  cost  to  both  the  growers  and  the  buyers.  The  number 
of  visits  by  growers  to  the  ASCS  office  and  SCS  offices  can  be  re- 
duced. The  flexibility  in  compliance  requirements  can  be  improved 
and  the  labor  laws  can  be  more  realistic. 

Four.  We  need  to  reestablish  funding  for  market  promotion  funds 
for  Tobacco  Associates. 

Five.  We  need  to  develop  new  efficiencies  for  marketing  tobacco 
at  the  grower  and  the  warehouse  level. 

Six.  And  also  retain  budget  funding  for  the  tobacco  research  in 
Agricultural  Research  Service,  USDA. 

The  1994  resolutions  of  the  Tobacco  Growers  Association  of 
North  Carolina  further  outline  the  goals  and  positions  of  our  asso- 
ciation. These  resolutions  were  presented  and  approved  at  our  an- 
nual meeting  on  February  4,  1994.  A  copy  of  our  1994  resolutions 
is  included  as  part  of  our  prepared  statement.  We  call  special  at- 
tention to  those  resolutions  that  have  significance  at  the  Federal 
level.  I  am  just  going  to  read  a  few  of  these  since  we  have  a  prob- 
lem with  our  time. 

Our  position  on  Resolution  No.  1,  Federal  excise  tax  issues  is  we 
oppose  any  increases  in  the  State  or  Federal  excise  tax  on  tobacco 
products.  We  further  oppose  any  tax  on  tobacco  quota  by  municipal, 
county  or  State  governments. 
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Resolution  No.  5  deals  with  tobacco  research.  We  are  concerned 
that  essentially  no  new  funds  are  allocated  by  the  Agricultural  Re- 
search Service  of  USDA  for  tobacco  research.  We  believe  this  is  dis- 
criminatory to  tobacco  farmers  and  specifically  request  that  addi- 
tional funds  be  allocated  for  regional  research  on  tobacco. 

Resolution  No.  6  deals  with  the  advertisement  of  tobacco  prod- 
ucts. We  are  opposed  to  legislation  that  would  restrict  when  and 
where  adults  choose  to  smoke.  We  are  also  opposed  to  any  legisla- 
tion that  would  ban  the  advertising  of  tobacco  products  or  prohibit 
the  deduction  of  the  cost  of  advertising  as  a  legitimate  business  ex- 
pense. 

Resolution  No.  8,  Federal  unemployment  insurance.  We  oppose 
legislation  requiring  farmers  to  carry  Federal  unemployrnent  insur- 
ance and  workmen's  compensation  regardless  of  payroll  size. 

Resolution  No.  12  deals  with  the  promotion  of  exports.  We  recog- 
nize that  our  future  growth  in  tobacco  sales  lies  in  the  export  mar- 
ket. Therefore,  we  support  Tobacco  Associates  and  other  appro- 
priate groups,  in  their  efforts  to  promote  U.S.  Flue-cured  and  Bur- 
ley  tobacco  exports. 

Resolution  No.  13  deals  with  the  monitoring  of  the  75  percent 
Flue-cured  and  Burley  content  law.  We  recommend  efforts  be  made 
to  determine  ways  and  means  to  enhance  tobacco  exports.  Further, 
we  recommend  that  the  75  percent  U.S.  Flue-cured  and  Burley  con- 
tent law  be  monitored,  and  further  recommend  that  Federal  legis- 
lation be  pursued  if  in  fact  the  said  law  is  having  or  will  have  neg- 
ative impact  on  exports  of  manufactured  or  leaf  tobacco. 

Resolution  14,  which  I  will  not  read,  deals  with  changes  in  the 
Tobacco  Reform  Act  of  1986. 

The  sale  of  quota  is  No.  16. 

Mr.  Rose.  Let  me  stop  you  there. 

Mr.  Parrish.  OK.  . 

Mr.  Rose.  You  then  support,  in  Resolution  14,  what  we  had  m 
our  original  legislation  but  then  had  to  take  out. 

Mr.  Parrish.  Yes,  sir. 

Mr.  Rose.  We  had  to  take  that  out  because  of  the  so-called  Sen- 
ator Byrd  rule,  in  other  words,  if  the  legislation  did  not  have  any- 
thing to  do  with  reducing  the  deficit,  they  took  it  out.  But  I  thank 
you  for  your  support  of  that  and  we  will  put  that  back  in  some- 
where this  year.  Go  ahead,  sir. 

Mr.  Parrish.  Thank  you. 

Resolution  16  deals  with  the  sale  of  quota;  17  deals  with  the 
combination  of  owned  farms  in  more  than  one  county;  18,  uniform- 
ity in  interpretations  of  USDA-ASCS  and  USDA-SCS  rules  by 
county  offices.  Resolution  19  deals  with  the  use  or  misuse  of  dealer 
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Resolution  20,  which  I  will  read  deals  with  the  Environmental 
Protection  Agency's  pesticide  rules.  We  request  that  the  Environ- 
mental Protection  Agency  refrain  from  acting  in  a  discriminatory 
manner  with  respect  to  the  approval  for  labeling  of  pesticides  for 
use  on  tobacco  that  are  already  approved  for  use  on  other  crops. 

Resolution  21  also  deals  with  EPA-ETS.  In  that  the  recent  state- 
ment of  conclusions  by  the  Environmental  Protection  Agency 
classifying  tobacco  smoke  as  a  group  A  carcinogen  has  resulted  in 
investigations  within  the  U.S.   Government  as  to  the  ways  and 
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means  by  which  said  conclusions  were  reached,  we  applaud  and 
support  the  legal  action  being  pursued  in  civil  court  by  the  Flue- 
cured  Tobacco  Cooperative  Stabilization  Corporation,  the  Burley 
Tobacco  Cooperatives,  and  the  allied  tobacco  companies  to  bring 
this  matter  to  a  favorable  conclusion  for  tobacco  interests. 

Mr.  Rose.  I  specifically  commend  that  one  because  I  think  the 
numbers  were  cooked  and  we  had  professors — a  professor  from 
Yale  University  School  of  Medicine,  who  testified  that  it  was  an 
embarrassment  to  him  to  see  the  way  that  EPA  arrived  at  that 
conclusion.  They  started  off  with  a  pretty  biased  assumption  and 
it  was  done  in  the  waning  hours  of  the  Bush  administration  by  peo- 
ple within  EPA  who  knew  that — in  Washington,  you  just  look  out 
for  what  happens  between  Thanksgiving  and  New  Year's.  I  mean 
that  is  when  all  the  trouble  breaks  loose.  While  everybody  is  out 
of  town,  they  publish  things. 

But  according  to  that  ruling,  if  you  live  in  a  city  that  has  a 
chlorinated  water  supply,  you  had  better  rethink  about  taking 
showers,  you  had  better  used  boiled  water.  But  I  believe  and  hope 
that  that  suit  will  get  to  the  bottom  of  it  in  a  way  that  we  were 
not  able  to  in  our  subcommittee. 

Go  ahead,  Mr.  Parrish. 

Mr.  Parrish.  Yes,  sir.  We  in  Tobacco  Growers  feel  that  this  one 
item  has  caused  more  problems  for  the  tobacco  industry  probably 
than  anything  else  that  has  ever  occurred  to  us.  And  we  encourage 
anjrthing  you  can  do  to  assist  us  in  that. 

We  call  specific  attention  to  the  recent  announcement  that  the 
USDA  Research  Station  at  Oxford,  North  Carolina,  was  included  in 
the  budget  cuts  of  USDA.  This  station  is  essential  to  our  future. 
Research  must  continue  for  us  to  stay  on  the  leading  edge  of  to- 
bacco production  in  the  world.  The  rationale  for  budget  cuts  must 
be  based  on  sound  economic  reasons  and  not  antitobacco  reasons. 
To  remove  tobacco  research  from  USDA  is  capricious,  discrimina- 
tory, and  without  sound  basis  as  the  legal  crop,  tobacco,  relates  to 
both  the  agricultural  economy  and  the  total  economy  of  the  United 
States. 

We  further  call  attention  to  the  current  proposal  to  add  yet  an- 
other cost  to  export  tobacco  in  the  form  of  an  additional  reporting 
requirement  for  export  dealers.  The  reporting  procedure  adopted  by 
the  Bureau  of  Census  should  provide  adequate  information  on  ex- 
port shipments  of  tobacco.  We  should  not  preclude  the  desires  of 
our  international  buyers  by  disclosing  their  blend  requirements. 
The  labeling  requirements  as  set  forth  by  the  buyer  as  to  crop  year 
also  have  basis  that  must  be  honored  if  we  want  the  business.  Most 
importantly,  we  must  treat  a  buyer  from  any  source  as  a  customer. 
We  must  sell  to  the  customer  what  he  wants  to  buy,  we  must  be 
flexible  to  his  terms  and  conditions,  again,  if  we  want  the  business. 
We  must  recognize  that  any  additional  costs  that  are  passed  on  to 
the  customer  simply  make  us  even  more  less  competitive. 

In  summary,  after  taxes,  our  concern  as  growers  is  quota.  Price, 
reserve  stocks,  and  exports  are  the  critical  components  of  quota. 
We  must  now  address  the  impact  of  these  components  and  start 
talking  about  the  future  5  years  down  the  road  because  we  can 
take  advantage  of  world  conditions  if  we  really  want  more  of  the 
market  by  the  year  2000. 
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Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Parrish  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  Rose.  Thank  you,  Mr.  Parrish. 

Next,  Lionel  Edwards,  tobacco  specialist,  North  Carolina  Farm 
Bureau  Federation. 

STATEMENT  OF  LIONEL  EDWARDS,  TOBACCO  SPECLVLIST, 
NORTH  CAROLINA  FARM  BUREAU  FEDERATION 

Mr.  Edwards.  Thank  you,  Mr.  Chairman,  members  of  the  sub- 
committee. My  name  is  Lionel  Edwards,  I  am  a  member  of  the  staff 
of  the  North  Carolina  Farm  Bureau  and  I  work  primarily  with  to- 
bacco issues.  On  behalf  of  tobacco  farmers,  I  want  to  express  appre- 
ciation to  you,  Mr.  Chairman,  for  your  interest  and  concern  in  the 
issues  before  us  today. 

In  your  letter  of  invitation  to  this  hearing,  you  listed  a  number 
of  issues  of  particular  interest  to  the  subcommittee,  including  the 
impact  of  NAFTA  and  GATT  agreements,  tobacco  imports,  and  the 
recently  enacted  tobacco  import  limitation  legislation  may  have  on 
the  tobacco  program.  You  also  requested  comments  on  the  proposed 
cigarette  excise  tax  increase.  My  comments  will  concentrate  mainly 
on  tobacco  imports  and  the  tax  increase  issue. 

As  you  are  aware,  the  American  Farm  Bureau  Federation  sup- 
ported both  NAFTA  and  GATT  trade  packages,  as  did  the  North 
Carolina  Farm  Bureau,  with  some  reservations.  On  the  matter  of 
NAFTA,  we  think  it  amounts  to  an  improvement  in  the  long  term 
for  tobacco  farmers,  when  compared  with  previous  trade  policies 
with  Canada  and  Mexico.  However,  we  would  like  to  see  the  phase- 
out  period  for  the  50  percent  ad  valorem  duty  on  United  States  to- 
bacco entering  Mexico  reduced  from  10  years  to  5  years.  A  5-year 
phaseout  period  would  help  U.S.  producers  maintain  parity  with 
any  possible  increase  in  production  of  tobacco  and  tobacco  products 
in  Mexico.  Any  assistance  you,  sir,  or  any  member  of  the  sub- 
committee, could  give  in  achieving  this  reduction  in  the  phase-out 
period  will  certainly  be  appreciated. 

On  the  matter  of  GATT,  we  understand  that  it  will  lead  to  more 
liberal  trade  policies.  I  use  the  word  "liberal"  rather  than  "free" 
trade  because  in  my  40  years  in  this  industry,  U.S.  tobacco  farmers 
have  never  experienced  free  trade.  The  doors  to  this  country  have 
been  wide  open  for  any  kind,  quality  or  price  of  tobacco  to  enter. 
But  when  it  came  to  selling  our  tobacco  and  tobacco  products,  we 
found  the  doors  to  many  countries  completely  closed  or  only  slight- 
ly open.  We  doubt  that  we  will  ever  experience  completely  free 
trade  because  there  will  probably  always  be  some  times  and  cir- 
cumstances that  some  trade  limitation  is  justified.  Our  hope  is  that 
through  this  GATT  agreement,  U.S.  farmers  will  finally  experience 
a  period  of  fair  trade  in  the  world  of  tobacco  commerce. 

This  brings  us  to  tobacco  imports.  Brazil,  our  chief  Flue-cured 
competitor,  increased  production  25  percent  in  1992,  plus  another 
5  percent  in  1993.  This  substantial  increase  in  Brazilian  production 
has  led  to  a  worldwide  oversupply  of  Flue-cured  tobacco.  This  un- 
wise decision  by  the  Brazilian  producers  not  only  suppressed  prices 
in  Brazil,  but  aiTected  demand  and  price  in  every  other  tobacco  pro- 
ducing country  in  the  world.  The  Flue-Cured  Tobacco  Cooperative 
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Stabilization  Corporation  received  206  million  pounds,  or  21  per- 
cent of  the  1993  crop,  and  the  Burley  co-ops  have  received  over  34 
percent  of  the  1993  Burley  crop. 

In  1989,  domestic  cigarette  producers  used  109  million  pounds  of 
imported  Flue-cured  tobacco  in  the  production  of  695  billion  ciga- 
rettes. In  1992,  just  3  years  later,  the  manufacturers  utilized  217.3 
million  pounds  of  Flue-cured  imports  while  producing  702  billion 
cigarettes.  This  amounts  to  almost  a  100-percent  increase.  The  pro- 
jected use  of  imported  Flue-cured  tobacco  for  1993  is  near  300  mil- 
lion pounds.  Left  unabated,  this  upward  trend  was  expected  to  con- 
tinue. Such  an  upward  trend  in  the  use  of  imported  Flue-cured  to- 
bacco spelled  absolute  disaster  for  U.S.  tobacco  producers. 

The  above  outlined  situation  led  Congress  to  pass  what  is  known 
as  the  domestic  content  law,  which  requires  cigarette  manufactur- 
ers to  use  75  percent  U.S.  grown  tobacco  in  cigarettes  produced  in 
the  United  States.  On  behalf  of  the  North  Carolina  Farm  Bureau 
Federation,  I  want  to  thank  the  members  of  this  subcommittee  for 
their  efforts  in  enacting  this  legislation.  If  the  use  of  imported 
Flue-cured  and  Burley  tobacco  had  been  allowed  to  continue  to  es- 
calate, producers  would  have  faced  severe  declines  in  quota,  much 
higher  assessments,  and  the  ultimate  result  would  have  been  thou- 
sands of  farmers  forced  off  their  land,  out  of  their  homes,  and  away 
from  their  way  of  life. 

There  are  members  of  the  farm  community  who  have  speculated 
that  this  law  will  cause  massive  movement  of  cigarette  production 
to  overseas  operations.  However,  according  to  recent  statements  by 
Mr.  WiUiam  Campbell,  president  and  CEO  of  Philip  Morris  U.S.A., 
there  is  not  sufficient  manufacturing  capacity  at  overseas  oper- 
ations to  accommodate  massive  movement  of  production  from  the 
United  States.  Mr.  Campbell  further  stated  that  it  would  not  be 
cost-effective  to  build  new  cigarette  manufacturing  facilities  in  for- 
eign countries  just  to  circumvent  the  law.  Also,  Mr.  Campbell  was 
very  forthright  in  his  statement  that  Philip  Morris  would  not  move 
operations  to  overseas  facilities  just  to  bypass  the  domestic  content 
law.  Mr.  Campbell  also  pointed  out  that  if  a  firm  moved  its  export 
cigarette  operations  to  foreign  plants,  the  same  amount  of  U.S.  to- 
bacco would  be  needed  to  maintain  a  blend  that  they  had  been 
using  in  the  United  States. 

Officials  of  some  cigarette  manufacturing  firms  have  stated  that 
the  domestic  content  law  is  unreasonably  restrictive  in  their  use  of 
imported  Flue-cured  and  Burley  tobacco.  However,  in  manufactur- 
ing 700  billion  cigarettes,  which  is  about  the  average  production 
over  the  past  few  years,  cigarette  firms  may  use  approximately  90 
million  pounds  of  imported  Flue-cured  tobacco  and  75  million 
pounds  of  imported  Burley  tobacco  under  this  law.  As  stated  before, 
in  1989,  just  3  years  ago,  all  firms  only  used  109  million  pounds 
of  imported  Flue-cured  tobacco  when  there  were  no  restrictions  at 
all. 

Mr.  Rose.  Let  me  stop  you  there.  In  other  words,  you  are  saying 
that  domestic  content  law  will  allow  90  million  pounds  of  Flue- 
cured  and  75  million  pounds  of  Burley  for  a  total  of  165  million 
pounds  of  imported  Flue-cured  and  Burley,  if  their  output  is  700 
billion  cigarettes? 

Mr.  Edwards.  In  round  figures,  that  would  be  correct,  yes. 
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Mr.  Rose.  In  round  figures.  And  you  are  pointing  out  that  in 
1989,  they  only  used  109  million  pounds  of  imported  Flue-cured. 

Mr.  Edwards.  Flue-cured,  yes,  sir. 

Mr.  Rose.  That  was  not  Flue-cured  and  hurley. 

Mr.  Edwards.  No,  sir,  that  was  just  Flue-cured.  And  their  ciga- 
rette output  was  not  700  but  695  billion  pieces. 

Mr.  Rose.  In  what  year? 

Mr.  Edwards.  1989. 

Mr.  Rose.  So  that  is  pretty  close,  all  right  thank  you,  go  ahead. 

Mr.  Edwards.  The  budget  that  the  President  recently  submitted 
to  Congress  contains  a  75  cents  per  pack  increase  in  the  cigarette 
excise  tax.  North  Carolina  Farm  Bureau  is  absolutely  opposed  to 
such  a  dramatic  increase  in  the  tax  on  cigarettes.  We  feel  it  is  un- 
fair to  ask  one  segment  of  the  population  to  pay  for  the  health  care 
for  the  entire  Nation.  It  is  our  hope  that  possibly  some  member  of 
this  subcommittee  may  offer  amendments  or  be  supportive  of  some 
amendments  that  will  eliminate  or  at  least  reduce  this  huge  tax  in- 
crease, and  in  so  doing,  spread  the  cost  of  health  care  more  equi- 
tably across  the  population. 

And  one  other  statement  I  would  like  to  add.  We  certainly  ask 
your  support  in  restoring  the  funds  for  the  Oxford  and  Lexington 
Research  Stations.  We  would  add  that  if  you  have  to  bargain  away, 
we  think  we  could  live  with  just  the  Lexington  and  Oxford  Sta- 
tions, if  you  have  to  bargain  away  the  station  in  Beltsville.  We 
hope  you  can  keep  all  three. 

Thank  you  very  much,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Edwards  appears  at  the  conclu- 
sion of  the  hearing.! 

Mr.  Rose.  Thank  you,  Mr.  Edwards. 

Mr.  Robert  Caldwell,  the  State  master  of  the  grange. 

STATEMENT  OF  ROBERT  H.  CALDWELL,  PRESIDENT,  NORTH 

CAROLINA  STATE  GRANGE 

Mr.  Caldwell.  Thank  you,  Mr.  Chairman  and  thank  you  for  in- 
viting us  here  to  Robeson  County,  which  is  one  of  the  largest  to- 
bacco growing  counties  in  the  Nation,  and  certainly  your  district  is 
one  of  the  leading  tobacco  districts  in  the  Nation. 

Tobacco  is  an  economic  issue  for  the  grange  and  it  is  for  tobacco 
farmers.  In  1932,  Franklin  Adams,  former  Vice  President  of  the 
United  States,  said  in  response  to  the  economic  needs  of  the  coun- 
try at  that  time,  "What  the  country  needs  is  a  good  5-cent  cigar." 
Today,  our  administration  seems  to  see  tobacco  not  as  an  indicator 
of  our  economy,  but  rather  as  the  goose  that  will  lay  the  golden 

egg. 

In  a  TV  interview  last  year  on  the  proposed  tax  increase  to  fund 
health  care,  I  said,  "As  a  personal  matter,  I  should  support  taxes 
on  tobacco  and  bullets  and  alcohol  because  I  would  not  have  to  pay 
any  of  those — just  do  not  start  taxing  banana  pudding."  What  I 
was  trying  to  say  is  it  is  easy  to  get  support  from  people  who  do 
not  have  to  pay  the  tax.  With  the  majority  of  voters  as  nonsmokers, 
it  does  not  take  a  political  analyst  to  figure  out  why  the  tobacco 
tax  is  popular. 

I  hope  Congress  and  the  President  will  follow  a  sound  principle 
of  "do  not  give  up  the  leadership  to  those  who  oppose  something 
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until  you  understand  what  their  biases  are."  We  must  work  to- 
gether for  the  good  of  tobacco,  rather  than  turning  it  over  to  those 
who  would  destroy  it.  Those  who  would  tax  tobacco  seem  to  forget 
that  the  tax  is  on  the  user,  not  the  crop,  ultimately.  A  tobacco  tax 
is  highly  regressive,  it  is  self-destructive.  Taxes  such  as  the  pro- 
posal on  tobacco  are  not  fair,  they  are  not  founded  on  sound  prin- 
ciples of  taxing  on  the  ability  to  pay,  which  is  a  longstanding 
grange  principle.  A  tobacco  tax  will  fall  hardest  on  the  poor  and  its 
impact  will  eventually  be  felt  all  across  our  State.  The  amount  of 
any  tax  and  the  method  of  levying  it  will  determine  the  continued 
decline  of  U.S.  grown  tobacco. 

As  the  demand  for  U.S.  tobacco  declines  our  State's  economy  will 
also  decline.  The  speed  of  the  decline  of  the  U.S.  tobacco  industry 
will  determine  how  fast  President  Clinton  and  Congress  have  to 
come  back  for  new  ways  to  finance  health  care  reform. 

An  increased  tax  on  tobacco  will  not  be  healthy  for  our  State  or 
for  the  Nation. 

If  the  President's  health  care  package  goes  through,  and  he  has 
a  pretty  good  track  record  thus  far,  he  and  Congress  will  see  those 
tax  funds  reduce  as  the  legal  use  of  tobacco  products  declines.  Can- 
ada is  facing  that  issue  right  now. 

In  conclusion  on  this  issue,  the  grange  opposes  any  tax  increase 
on  tobacco  products.  We  support  finding  equitable  ways  to  raise  tax 
revenues  other  than  on  the  backs  of  users  of  tobacco  or  any  other 
product — tax  on  ability  to  pay. 

Mr.  Rose.  Let  me  interrupt  you.  You  would  then  agree  that  if 
you  put  an  excessive  tax  on  tobacco  products,  you  could  risk  killing 
the  goose  that  you  want  to  lay  this  golden  egg  to  pay  for  health 
care. 

Mr.  Caldwell.  Very  definitely,  sir. 

Mr.  Rose.  But  if  you  took  a  reasonable  approach  to  the  level  of 
tax,  you  might  have  a  constant  supply  of  revenue  in  the  future,  and 
allow  the  tobacco  companies  to  have  economic  health  for  the  future. 

Mr.  Caldwell.  I  am  sure  that  is  true,  sir.  We  oppose  the  tax  but 
recognizing  political  realities,  we  hope  that  the  tax,  if  imposed,  can 
be  as  low  as  possible  and  can  be  phased  in  over  a  gradual  period 
of  time,  so  that  it  does  not  become  a  hardship  on  the  industry. 

Mr.  Rose.  Some  people  may  think  that  the  tobacco  tax  is  good 
because  it  will  kill  consumption.  And  if  that  is  their  opinion,  that 
is  their  right  to  hold  that  opinion.  But  I  think  the  point  you  are 
dealing  with  is  a  very  difficult  point  to  get  people  to  understand. 
You  are  not  going  to  kill  consumption  and  also  have  the  money  to 
pay  for  the  health  program  at  the  same  time.  You  can  do  one  or 
the  other,  but  you  cannot  do  both.  And  if  you  have  such  a  great 
tax  as  to  kill  consumption,  then  you  are  going  to  have  to  tell — then 
you  ought  to  be  honest  and  tell  the  American  people  that  they  are 
going  to  have  to  pay  that  tax  somewhere  else.  You  are  not  only 
going  to  kill  the  tobacco  industry,  you  are  not  going  to  have  enough 
money  to  pay  for  health  care.  Therefore,  you  are  going  to  have  to 
levy  another  tax  on  them  in  some  other  area,  and  nobody  has  been 
forthcoming  enough  to  state  that.  I  think  Dr.  Snell  pointed  out  the 
administration  is  counting  on  $10  billion  a  year  for  6  years,  $60  bil- 
lion. And  he  estimates  that  a  99  cent  tax  would  additionally 
produce  that  amount,  but  that  it  would  go  down  to  $6  or  $7  billion 
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over  the  life  of  the  6  years  we  are  looking  at,  and  that  there  would 
be  at  least  a  $10  billion  shortfall  that  would  have  to  be  made  up 
somewhere  else. 

Mr.  Caldwell.  That  is  exactly  right,  Congressman. 

Mr.  Rose.  Gro  ahead,  I  did  not  mean  to  interrupt  you. 

Mr.  Caldwell.  The  next  question  that  we  want  to  look  at  is  the 
EPA.  The  grange  adopted  a  resolution  at  our  1993  convention  sup- 
porting efforts  to  bring  to  light — to  full  light — the  EPA  studies  that 
resulted  in  their  statement  calling  environmental  tobacco  smoke  a 
class  A  carcinogen. 

From  our  readings,  including  former  Surgeon  (General  Koop's  re- 
port on  the  dangers  of  ETS,  I  do  not  fmd  scientific  evidence — and 
I  underline  the  words  "scientific  evidence" — to  support  the  EPA 
conclusion.  It  seems  that  the  antitobacco  coalitions  saw  their  oppor- 
tunity to  build  a  network  of  support  against  tobacco  and  the  EPA 
simply  jumped  in. 

Mr.  Rose.  That  is  right. 

Mr.  Caldwell.  Not  only  have  they  succeeded  in  building  a 
strong  movement  against  tobacco,  they  have  all  but  made  second 
class  citizens  out  of  users  of  tobacco.  I  understand  why  the  reports 
say  that  so  many  smokers  have  bronchial  problems  when  you  see 
them  standing  outside  of  buildings  on  cold  winter  days  getting 
their  smoke — it  is  pretty  understandable.  As  we  read  about  Bosnia, 
a  people  who  used  to  get  along  and  now  they  are  in  a  mortal  battle, 
we  maybe  see  ourselves  with  this  smoking  issue.  People  used  to  get 
along  as  smokers  and  nonsmokers,  but  they  do  not  do  that  any 
more  because  of  what  the  people — the  antismoking  people  have 
done  to  this  commodity. 

We  have  to  ask  the  question  "is  tobacco  harmful?"  I  personally 
would  never  suggest  that  there  is  anything  healthy  about  smoking, 
but  I  can  honestly  say  that  I  do  not  believe  ETS  is  harmful.  I  do 
know  it  can  be  an  irritant  to  some  people,  but  I  do  not  believe  it 
is  a  class  A  carcinogen.  Cigarette  smoking,  like  so  many  other  indi- 
vidual choices,  is  best  left  to  individuals  and  not  the  Federal  Gov- 
ernment, Congressman. 

As  for  those  who  do  not  smoke,  and  who  feel  they  are  being  im- 
posed on,  let  us  get  the  real  answers  for  them.  Let  us  go  back  to 
the  days  when  smokers  and  nonsmokers  got  along.  This  would  be 
a  better  day,  it  would  almost  be  like  the  biblical  teaching  of  doing 
unto  others  as  you  would  have  them  do  unto  you — treat  each  other 
kindly. 

On  behalf  of  the  grange  tobacco  growers  and  users  and  those  con- 
cerned about  the  question  of  the  EPA,  I  hope  you  will  help  us  get 
the  answer  on  that,  sir. 

The  content  law  is  another  issue  that  needs  to  be  discussed 
today.  Last  summer.  Congress  passed  legislation  that  limits  the 
content  of  all  cigarettes  manufactured  in  the  United  States  to  a 
maximum  of  25  percent  foreign  tobacco.  The  grange  communicated 
in  July  that  jobs  were  a  major  campaign  issue  in  last  year's  elec- 
tion, and  we  did  not  want  to  cause  the  manufacturing  process  to 
go  offshore.  The  grange  was  afraid  that  the  content  law  at  75  per- 
cent might  not  accomplish  the  economic  goals  of  the  President,  nor 
work  well  for  tobacco  longterm.  We  recognize  that  on  the  short- 
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term,  the  75  percent  law  can  have  a  positive  impact,  but  after  the 
way  last  year  closed  out,  I  am  really  not  sure  about  that. 

The  export  market  is  very  sensitive,  I  am  told.  An3dhing  that  in- 
creases the  price  can  result  in  a  decrease  in  sales.  And  the  export 
market  has  been  our  only  positive  growing  market  recently.  We  do 
not  want  to  lose  that.  Under  the  current  content  law,  I  am  con- 
cerned that  more  cigarettes  will  be  produced  outside  the  United 
States,  costing  us  not  only  lost  tobacco  leaf  sales,  but  also  jobs. 

And  the  real  question  about  all  of  this,  Congressman,  is  the  fact 
that  cheap  tobacco  is  what  it  is  really  all  about.  I  do  not  believe 
anything  other  than  economics  for  the  manufacturer  is  what  causes 
this.  I  find  the  manufacturers  supportive  of  our  domestic  tobacco 
programs.  We  have  heard  that  today.  They  know  our  farmers  pro- 
vide the  best  quality  and  the  most  reliable  quantity  and  they  do 
not  want  to  lose  either  one  of  those.  The  growth  of  generics  and 
low-priced  cigarettes  has  led  to  the  demand  for  cheaper  tobacco. 

Grange  policy  calls  for  the  USDA  to  monitor  the  content  law  to 
ascertain  its  impact  on  the  U.S.  tobacco  industry.  I  hope  that  we 
can  do  that,  and  quite  honestly,  I  hope  that  USDA  will  find  that 
the  law  is  working  well.  But  if  it  is  not.  Congressman,  I  hope  we 
can  fine-tune  it. 

On  some  other  concerns,  the  grange  calls  for  a  study  to  deter- 
mine the  impact  of  the  lease  and/or  sale  of  tobacco  across  county 
lines.  The  lease  cost  is  a  major  factor  in  the  production  of  tobacco. 
If  we  are  to  reduce  the  cost  to  the  growers  and  sell  cheaper  and 
keep  the  profit  for  the  growers,  we  feel  that  a  study  needs  to  be 
made  in  the  lease  and  sale  of  quotas. 

Diversification  is  also  suggested  to  tobacco  growers,  but  they 
have  already  diversified.  A  few  years  ago,  tobacco  was  nearly  50 
percent  of  our  agricultural  industry  here  in  North  Carolina;  today 
it  is  about  20  percent.  If  tobacco  growers  are  to  diversify,  what 
would  we  recommend  to  them  that  they  grow  that  is  not  already 
grown  in  excess?  And  what  will  replace  the  income  from  tobacco? 
The  only  alternative  that  I  see  for  tobacco  is  tobacco. 

Reducing  the  cost  of  growing  tobacco  is  another  issue.  The  cost 
of  production  can  be  reduced,  especially  for  lower  qualities  that  are 
being  bought  overseas,  by  possibly  new  methods.  We  need  to  find 
ways  to  meet  the  market  demands  for  U.S.  growers.  Filler  types  of 
tobacco  are  imported  because  of  cost.  I  believe  they  can  be  grown 
here,  but  it  will  require  changes  in  our  program.  We  would  need 
possibly  a  two-tiered  program  to  provide  the  quality  tobacco  we  are 
known  to  produce  and  a  second  tier  based  on  a  percentage  of  the 
first  tier,  but  at  a  price  acceptable  to  the  grower  and  below  the 
quality  tobacco. 

The  grange  feels  we  need  to  study  this  issue  and  be  ready  to  act 
if  necessary  to  protect  the  income  of  our  growers.  Manufacturers 
will  either  produce  cigarettes  overseas  with  non-U.S.  tobacco  or 
they  will  produce  the  cigarettes  here  but  with  our  quality  and  filler 
types.  We  need  to  study  the  issue  and  we  need  to  answer  those 
questions. 

Another  issue  that  is  not  in  my  statement.  Congressman,  but 
does  need  addressing  is  restoration  of  the  market  promotion  funds. 
Tobacco  Associates  have  been  doing  a  great  job  on  behalf  of  the  to- 
bacco industry.  Those  funds  have  been  withheld — those  funds  that 
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have  already  been  assigned  are  being  withheld  and  future  funds 
have  been  withdrawn.  Congress  needs  to  address  this.  I  know  it  is 
a  political  thing,  I  know  that  you  only  have  37  votes  when  you 
start  talking  about  tobacco  Congressmen,  and  that  makes  it  very 
difficult.  But  we  have  to  build  some  coalitions.  I  think  when  we 
started  fragmenting  our  agricultural  industry,  when  we  started 
going  to  so  many  commodity  groups  and  breaking  ourselves  up,  we 
lost  the  coalition  that  used  to  work  together  so  well  for  all  of  agri- 
culture. We  need  to  restore  some  of  those  coalitions,  we  need  to  let 
the  dairy  people  and  the  hog  people  and  all  the  other  industries  of 
agriculture  understand  the  importance  of  tobacco  and  we  need  to 
understand  their  problems,  and  we  need  to  work  together. 

Mr.  Chairman,  I  thank  you  again  for  coming  here  and  for  giving 
us  this  opportunity  to  present  our  ideas  and  views  to  you.  We  look 
forward  to  working  with  you  in  the  days  ahead.  You  have  some 
tough  days  ahead,  but  we  commit  to  you  that  we  will  work  with 
you  in  every  way  possible.  Thank  you  again. 

[The  prepared  statement  of  Mr.  Caldwell  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  Rose.  Thank  you,  sir.  I  will  comment  on  all  of  these  in  a 
minute,  but  your  statement  is  absolutely  the  right  tone  and  I  thank 
you  for  everjrthing  you  have  said. 

I  would  suggest,  both  to  the  Tobacco  Leaf  Exporters,  to  the 
grange,  to  anybody  else  that  thinks  that  we  ought  to  look  at  dif- 
ferent mechanisms  for  use  in  the  tobacco  industry,  get  your  law- 
yers and  your  people  that  work  with  you  to  suggest  some  specific 
language  to  amend  the  current  law  that  regulates  the  tobacco  price 
support  program.  You  know,  the  specifics  are  what  we  need.  I 
mean  anybody  can  get  up — and  I  am  not  talking  about  the  grange 
or  anybody  else — but  anybody  can  say  we  need  to  increase  farm  in- 
come, all  right  we  all  agree  with  that;  we  need  to  reduce  Govern- 
ment interference  and  redtape,  we  all  agree  with  that.  Where  are 
the  specific  ways  that  you  would  have  us  change  the  tobacco  pro- 
gram and  what  would  a  two-tiered  program  look  like,  what  would 
some  of  the  legal  language  look  like?  We  need  detailed  advice  if  you 
have  a  problem  that  you  think  needs  changing.  You  need  to  look 
at  the  law  and  get  some  understanding  of  how  complicated  it  is. 
I  am  not  asking  groups  to  write  legislation  for  us,  but  some 
thought  at  that  level  gets  us  that  much  closer  to  ever  working  out 
a  compromise. 

Our  last  panelist  is  Bruce  Flye,  the  president  of  Flue-cured  sta- 
bilization, certainly  not  the  least  because  stabilization  is  the  group 
that  makes  the  price  support  program  work. 

STATEMENT  OF  BRUCE  L.  FLYE,  PRESIDENT,  FLUE-CURED 
TOBACCO  COOPERATIVE  STABILIZATION  CORP. 

Mr.  Flye.  Thank  you,  Mr.  Chairman. 

There  is  much  concern  over  the  future  of  tobacco  production  and 
cigarette  manufacturing  in  the  United  States.  I  appreciate  the  op- 
portunity today  to  address  some  of  the  issues  causing  concern. 

Flue-cured  stabilization  stocks  consist  of  1990-1993  crops  of  fine 
tobacco  that  is  reasonably  priced.  Total  stabilization  stocks  on  Jan- 
uary 1,  1994,  was  317  million  pounds.  It  is  possible  that  stabiliza- 
tion could  sell  some  of  these  stocks  to  meet  an  estimated  shortfall 
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in  1993  manufacturer  purchase  intentions  and,  if  a  more  optimistic 
view  develops  on  the  cigarette  excise  tax  threat,  even  more  demand 
could  develop. 

The  1994  Flue-cured  assessment  is  set  at  3  cent  per  pound  for 
the  grower  and  5  cent  per  pound  for  the  purchaser.  A  higher  as- 
sessment on  the  purchaser  could  have  redirected  export  demand  to 
our  foreign  competitors.  The  implementation  of  the  domestic  con- 
tent law  into  U.S.  cigarette  production  will  stabilize  quotas,  thus 
having  a  positive  effect  on  future  assessments. 

The  1994  Flue-cured  quota  reduction  of  44  percent  dictated  by 
the  existing  formula,  but  limited  to  10  percent  by  the  domestic  con- 
tent law,  was  probably  influenced  by  some  of  the  following  factors: 

One.  296  million  pounds  of  Flue-cured  tobacco  imports  during 
1993. 

Two.  President  Clinton's  proposal  of  a  75  cent  per  pack  cigarette 
excise  tax  increase. 

Three.  The  possibility  of  stockpiling  manufactured  cigarettes  con- 
taining a  high  percentage  of  foreign  tobacco  before  the  January  1, 
1994,  implementation  of  the  domestic  content  law. 

Four.  Domestic  manufacturers  having  no  incentive  to  submit  re- 
alistic purchase  intentions  with  the  10  percent  quota  reduction 
floor  in  place. 

Some  sources  have  projected  a  40  percent  reduction  for  the  1995 
Flue-cured  quota.  Several  assumptions  were  made  in  order  to  reach 
this  conclusion,  including: 

One.  Ample  manufacturer  stocks  of  domestic  Flue-cured  tobacco. 

Two.  The  implementation  of  a  75  cent  per  pack  cigarette  excise 
tax  increase. 

Three.  A  sharp  decline  in  the  domestic  consumption  of  cigarettes. 

Four.  A  sharp  decline  in  cigarette  and  leaf  exports. 

The  same  sources,  however,  project  a  quota  increase  of  40  per- 
cent for  1996.  This  dramatic  shift  in  Flue-cured  quota  is  mostly  due 
to  an  assumed  huge  reserve  stock  adjustment.  In  view  of  this,  per- 
haps we  should  consider  an  extension  of  the  law  limiting  the  quota 
reduction  for  1995  and  subsequent  years  to  10  percent,  with  no 
waiver  by  the  Secretary  of  Agriculture.  The  entire  tobacco  industry 
cannot  afford  to  allow  tobacco  production  and  grower  income  to  be- 
come unstable. 

The  domestic  content  law  was  the  result  of  the  rapid  escalation 
of  foreign  tobacco  imports  being  used  in  cigarette  production.  Sta- 
bilization hosted  23  meetings  from  April  1992  until  April  1993, 
with  tobacco  State  organizations  and  buying  interests.  No  solutions 
came  out  of  these  meetings  to  overcome  the  import  problem.  A 
quota  reduction  of  44  percent  for  1994  is  only  one  consequence 
growers  would  have  faced  without  enactment  of  the  domestic  con- 
tent law.  All  parties  agreed  that  something  had  to  be  done  about 
tobacco  imports.  Not  all  parties  agreed  that  the  domestic  content 
law  was  the  right  solution,  but  something  had  to  be  done. 

As  a  result  of  the  recently  enacted  domestic  content  law,  some 
domestic  manufacturers  have  said  they  may  be  forced  to  move 
some  of  their  exported  cigarette  manufacturing  operations  to  for- 
eign countries  in  order  to  remain  competitive.  Some  cigarette  man- 
ufacturers may  indeed  move  offshore;  however,  it  is  doubtful  a  sig- 
nificant quantity  will  move,  due  to  the  cost  of  tobacco.  Consider  the 
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following  items  that  influence  the  manufacturing  costs  of  cigarettes 
domestically  and  internationally. 

In  1980,  premium  brand  average  wholesale  price  per  1,000  ciga- 
rettes was  $17.05.  In  March  1993,  premium  brand  average  whole- 
sale price  was  $73.60,  and  I  have  an  attachment  with  my  prepared 
remarks.  The  prices  paid  to  tobacco  farmers  from  1980  to  1993  re- 
flect no  real  increase — see  the  additional  attachment.  The  increase 
in  wholesale  cigarette  prices  over  this  period  of  time  cannot  be  at- 
tributed to  the  cost  of  tobacco. 

Mr.  Chairman,  if  you  will  look  at  that  back  in  1982  and  1983  and 
1984,  the  average  was  about  $1.79  for  the  growers  and  if  you  look 
at  our  average  last  year,  it  was  $1.69.  And  that  is  not  adjusted  for 
inflation.  This  is  not  a  complaint  about  a  price,  but  merely  to  re- 
flect the  cost  of  the  tobacco  that  goes  in  a  cigarette. 

About  5  percent  of  the  price  of  cigarettes  is  raw  tobacco,  95  per- 
cent of  the  price  is  capital  investment — labor,  manufacturing,  ad- 
vertising, and  profits.  In  the  multibillion  dollar  cigarette  industry, 
the  cost  of  tobacco  plays  a  relatively  minor  role  in  the  cost  of  manu- 
facturing cigarettes. 

In  some  cases,  opportunities  for  foreign  cigarette  market  access 
are  tied  directly  to  emplojdng  the  local  workforce  and  foreign  cap- 
ital investment  in  acquiring  total  or  partial  ownership  in  existing 
facilities. 

Some  trade  practices  may  be  designed  to  increase  foreign  invest- 
ment, such  as  Russia's  recent  increase  in  cigarette  import  duties 
from  50  to  100  percent. 

The  stability  of  the  U.S.  economy  and  Government  offers  assur- 
ance that  U.S.  cigarette  manufacturers'  capital  investments  will  re- 
main secure. 

In  some  markets,  cigarettes  carrying  the  label  "manufactured  in 
the  U.S.A."  have  a  distinct  market  advantage. 

The  largest  U.S.  exporter  of  cigarettes  has  made  a  commitment 
to  continue  to  manufacture  currently  exported  cigarettes  in  the 
United  States. 

The  entire  tobacco  industry  should  give  this  domestic  content  law 
a  chance  to  work.  It  will  ensure  continued  economic  viability  for  to- 
bacco farmers  as  far  as  domestic  cigarette  production  is  concerned. 
Now  that  the  domestic  content  law  is  in  effect,  we  can  make  the 
following  assumptions:  There  should  be  an  increase  in  domestic  to- 
bacco usage  for  manufacturing  cigarettes  by  as  much  as  150  million 
pounds  in  1994  or  1995,  and  an  increase  in  manufacturer  purchase 
intentions  for  1995  and  1996. 

We  must  devote  our  efforts  to  becoming  more  competitive.  And 
I  agree  with  Dr.  Snell,  there  is  no  easy  answer.  It  is  possible  for 
us  to  become  more  competitive.  To  do  this,  we  must  be  willing  to 
closely  scrutinize  our  production  and  marketing  systems.  We  must 
be  willing  to  keep  an  open  mind.  This  is  the  only  way  we  can  retain 
and  increase  our  share  of  the  expanding  world  demand  for  tobacco 
products.  We  must  invest  in  our  future.  The  investment  must  be 
in  the  form  of  continued  and  expanded  tobacco  research. 

Mr.  Chairman,  concerning  the  importance  that  research  plays  in 
the  future  of  the  U.S.  tobacco  industry,  it  is  my  understanding  that 
the  U.S.  Department  of  Agriculture  has  proposed  discontinuing 
funding  for  the  tobacco  production-related  research.  This  will  lead 
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to  the  closing  of  valuable  research  facilities  in  Oxford,  North  Caro- 
lina and  Lexington,  Kentucky.  We  cannot  allow  this  to  happen.  To- 
bacco farmers  are  now  financing  a  significant  portion  of  tobacco-re- 
lated research,  but  are  in  no  position  to  fund  all  tobacco  research. 
Tobacco  farmers  are  law  abiding  taxpayers  and  are  rightfully  due 
the  same  treatment  given  to  all  producers  of  legally  grown  crops. 
In  the  final  analysis,  the  future  of  U.S.  tobacco  production  will  be 
determined  by  how  successful  we  are  in  expanding  our  tobacco  re- 
search and  technology. 

Pragmatically  speaking,  the  worldwide  demand  for  tobacco  prod- 
ucts is  increasing  despite  the  efforts  of  antitobacco  forces.  This  in- 
creased demand  will  be  satisfied.  It  is  only  good  business  that  the 
entire  U.S.  tobacco  industry  try  to  take  advantage  of  this  oppor- 
tunity. 

Again,  I  thank  you  for  the  opportunity  to  include  this  statement 
into  the  testimony  given  today. 

[The  prepared  statement  of  Mr.  Flye  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  Rose.  Thank  you  very  much. 

I  want  to  compliment  all  of  the  panelists  today  for  what  I  con- 
sider excellent  statements.  I  feel  very  good  about  this  hearing  be- 
cause it  appears  that  we  have  maybe  come  a  little  closer  together 
as  a  result  of  our  adversity,  and  there  seems  to  be  a  genuine  will- 
ingness on  everybody's  part  to  maybe  listen  to  each  other  a  little 
more.  Unity  within  the  tobacco  family  for  1994  is  going  to  be  abso- 
lutely essential  if  we  are  going  to  get  the  job  done  of  making  the 
program  work  and  convincing  Congress  that  a  75  cent  additional 
tobacco  tax  is  punitive  and  unreasonable  and  will,  in  the  end,  add 
an  additional  $10  billion  to  the  deficit  of  running  the  country.  I 
want  to  thank  all  of  you  for  excellent  statements. 

Are  there  any  comments  or  questions  that  anybody  would  like  to 
make  before  we  depart? 

[No  response.] 

Mr.  Rose.  If  not,  I  want  to  thank  Robeson  Technical  Institute 
and  its  leaders,  Fred  Williams,  for  making  this  hall  available;  John 
Townsend,  local  ASCS  manager,  for  his  help;  David  Stevenson,  who 
all  of  you  know,  local  warehouseman;  and  to  thank  Harvey 
Beckham  and  Ms.  Linda  Lee — they  are  our  hosts  today  for  lunch, 
the  Cape  Fear  Farm  Credit  and  its  board — thank  you  very  much. 

If  there  are  no  more  comments  that  anybody  would  like  to  make, 
either  from  the  panels  or  from  the  audience,  this  hearing  is  ad- 
journed and  thank  you  very  much. 

[Whereupon,  at  12:05  p.m.,  the  subcommittee  was  adjourned,  to 
reconvene  subject  to  the  call  of  the  Chair.] 

[Material  submitted  for  inclusion  in  the  record  follows:] 
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STATEMENT  BY  DALLAS  R.  SMITH,  DEPUTY  UNDER  SECRETARY 

INTERNATIONAL  AFFAlKa  AHU  CUMMODITY  P«UGRAMS 

U.  S.  DEPARTMENT  OF  AGRICULTURE 

BEFORE  THE 

SUBCOMMITTEE  ON  SPECIALTY  CROPS  AND  NATURAL  RESOURCES 

COMMITTEE  ON  AGRICULTURE 

U.  S.  HOUSE  OF  REPRESENTATIVES 

FEBRUARY  21,  1994 

Mr.  Chairaan  and  Members  of  the  subcommittee,  I  am  happy  to  be 
herts  with  you  today  in  Lumberton,  North  Carolina,  to  discuss  the 
different  issues  as  they  relate  to  the  tobacco  price  support 
program.  I  also  have  with  we  Charles  Katcher,  Director-Designate 
of  the  Tobacco  and  Peanuts  Division  of  ASCS,  Douq  Richardson, 
Acting  Director,  ASCS  Tobacco  and  Peanuts  Division,  Robert  Miller, 
Director  of  the  ASCS  Tobacco  and  Peanuts  Analysis  Division,  and 
Larry  Crabtree,  Deputy  Director  of  the  AMS  Tobacco  Division.  After 
my  opening  statements,  these  gentlemen  will  assist  me  in  responding 
to  any  questions  you  nay  wish  to  ask. 

Tobacco  means  much  to  our  economy  and  its  continued  positive 
contribution  to  the  U.S.  trad©  balance  during  1993.  Exports 
surpassed  imports  by  $3.6«  billion  during  tho  January-Nov«mb«r  1003 
pariod.  Unmanufactured  tobacco  contributed  $1.18  billion  while 
cigarettes  and  other  tobacco  products  added  an  additional  S3. 87 
billion  in  export  earning.  Cigarette  exports  during  the  period 
totaled  03.07  billion.  Flue-cuteU  tobacco  accounted  for  $C40 
million  of  the  unmanufactured  tobacL;a  shipments.  Burley  and  other 
leaf  tobacco  added  $537  million.  The  estimated  f arm-sales-weight 
eguivalent  of  the  flue-cured  tobacco  exported  is  2D5  million 
pounds. 
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2 
FORCES  FOR  CHANGE 

I  want  to  identify  a  numcer  of  forces  of  change  with  the 
potential  to  imoact  the  tobacco  industry  and  particularly  the 
potential  impacts  upon  growers.  At  the  production  level,  a  force 
of  change  impacts  one  or  more  of  the  determinants  of  income;  that 
is,  price,  average  cost  of  production  or  quantity  produced  and 
sold.  These  impacts  generate  structural  change  as  measured  by 
numbers  of  growers,  average  size  of  farming  operation  and  locales 
of  activity. 

Each  force  of  change  will  exert  unique  impacts  upon  the 
structure  of  the  industry.   In  Bo:ne  cases,  the  influence  upon  an 
income  detarminant  is  predictable,  while  with  others,  the  effect, 
such  as  incidence,  direction  and  magnitude,  is  not  readily 
dicccrnible. 

Two  major  change  items  are  ;i)  tobacco  imports  and  exports, 
and  (2)  changes  in  Federal  excise  tax  ratca. 

Other  forces  are:  (1)  the  continuing  Federal  budget  aeficit; 
(2)  the  adoption  of  "no-smoking"  areas,  and  declining  social 
acceptance  ot  cigarette  smoxmg;  ana  (jj  tne  contlnuea  erosion  or 
U.S.  mar)cet  shares  to  low-cost  foreign  producers.  My  statement 
today  will  concentrate  on  tobacco-trade  issues,  including  the 
minimum  domestic  tobacco  content  legislation. 
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3 
1993-CROP  AUCTIOWB 

As  you  know,  Mr.  Chairman,  both  the  1993  flue-cured  and 
burley  auction  markets  experienced  weak  demand  with  the  quantity 
of  tobacco  being  taken  by  the  Association  pools  the  largest  in  10 
years.   There  are  several  factors  involved.   The  quality  of  the 
1993  flue-cured  crop  was  down  and  prices  averaqed  less.   Burley 
quality  was  up  a  little  and  prices  stayed  about  the  same  as  the 

1992  crop.   With  ample  supplies  available  overseas,  purchases  for 
export  were  down.    Furthermore,  the  U.S.  manufacturers  are 
reducing  their  inventories  due  to  declining  U.S.  consumption  and 
uncertainty  abrnit  r.he  future  of  Fprjptal  and  state  evniRe  r.nyt^fi. 
Cigarette  companies  are  also  evaluating  their  options  unri^r  the 
minimum  domestic  content  legislation. 

IMPORTS  AKD  EXPORTS 

U.S.  unmanufactured  tobacco  exports  for  January-Kovember 

1993  totaled  414  million  pounds,  or  20  percent  below  the  eame 
period  of  1S92.   The  large  auppliea  overseas,  averaging  about 
one-half  U.S.  prices,  account  for  the  Icwei-  export  figures. 
Imports  of  unmanufactured  tobaucu  rose  17  percent  in  January- 
November  1993  over  1992.   Only  in  October  and  November  were 
inipui  Ls  below  the  same  months  of  1992.   we  iiuLe  the  ijaXna 
occurred  in  virtually  all  categories — burley,  flue-cured, 
oriental,  and  stems,   clearly,  the  rise  in  inports  harms  U.S. 
growers. 
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4 
DOMESTIC  CONTEMT  REQOIREMEWTS 

The  Omnibus  Budget  Reconciliation  Act  of  1993  (the  1993 
Act),  enacted  August  10,  1993,  amended  the  Agricultural 
Adjustment  Act  of  1938  to  provide  a  75  percent  level  of  use  of 
U.S. -grown  tobacco  in  cigarettes  produced  in  this  country,  known 
as  the  domestic  content  legislation.   Currently,  about  40  percent 
of  tobacco  used  in  domestically-Produced  cigarettes  is  imported. 

The  1993  amendment  requires  U.S.  maior  domestic 
manufacturers  of  cigarettes  to  certify  annually  to  the  Secretary 
of  Agriculture  the  percentage  of  U. S. -produced  tobacco  in  the 
total  quantity  of  tobacco  used  by  the  domestic  manufacturer  to 
produce  cigarettes  during  the  ralpndar  year.   Under  current 
conditions,  affected  manufacturers  who  exceed  the  25  percent 
forftign  content  limitation  or  who  do  not  certify  the  percentage 
of  foreign  content  used  will  be  required  to  pay  a  non-refundable 
marketinrj  assessment  to  the  Commodity  Credit  Corporation  (CCC) . 
In  addition,  affeeeed  inanuf acturere  who  axeaed  th^  25  p^ireanfe 
limit  muet  purchase  U.S.  tobacco  from  domestic  producer-owned 
cooperative  marketing  associations  in  an  amount  equal  to  the 
quantity  of  imported  tobacco  that  was  used  in  excess  of  the  25 
percent  limit.   An  aiiiuuiiL  equivalent  iiiuaU  Ua    iIIvUbU  equally  ami 
purchased  from  flue-cured  anU  burley  stocks.   Failure  to  purchase 
the  required  amount  oC  tobautju  fruiu  Lhe  associations  will  result 
in  a  penalty  assessmeiiL  equal  Lu  75  percent  uf  the  average  market 
pirice  £ox    tha  rtii^pfcivjtlve  "type  of  tobaucu  Tux  Lhu  Lut^l  purchase  short4^«i . 
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The  1993  amendments  further  require,  with  respect  to  any 
unmanufactured  buriey  or  flue-cured  tobacco  imported  in  1994  and 
subsequent  years,  that  the  importer  pay  a  "no-net-cost" 
assessment  on  all  such  imported  tobacco.   Like  the  no-net-cost 
assessments  that  our  domestic  growers  and  buyers  are  accustomed 
to  paying,  the  importer's  no-net-cost  assessments  will  be  used  to 
defray  the  cost  of  the  Federal  tobacco  price  support  program. 
Additionally,  the  legislation  requires  that  for  the  1994  through 
1998  years,  an  importer  of  any  totiacco,  including  oriental  and 
Turkish  tobacco,  shall  pay  a  nonrefundable  marketing  assessment 
to  CCC  on  each  pound  of  unmanufactured  tobacco  that  is  imported 
into  the  U.S.  for  consumption.   These  marketing  assessment 
collections  will  be  utilized  to  reduce  budget  outlays. 

PROP08ED  RULES 

The  Department  has  published  a  proposed  rule  for 
implementing  the  domestic  content  requirements  for  domestically 
produced  cigarettes  and  an  interim  rule  for  the  new  assessments 
on  imported  tobacco.  The  rules  were  published  in  the  Federal 
Register  on  January  11  and  December  23,  respectively.  The  public 
comment  period  has  ended  for  both  rules.   USDA  is  evaluating  the 
comments  before  the  final  regulations  are  oublished. 

GATT  DEVFI-»PMP»n'" 

The  United  States  and  virtually  all  of  our  trading  partners 
are  contracting  parties  to  the  General  Agreement  on  Tariffs  and 
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Trade  (GATT) .  On  December  15,  1993,  the  United  States  concluded 
the  seven-year  Uruguay  Round  negotiations  within  the  CATT.   This 
historic  agreement  will  result  in  significant  improvements  for 
U.S.  agricultural  trade.   Specific  disciplines  agreed  to  in  the 
Uruguay  Round  will  cover  the  areas  of  market  access,  export 
subsidies,  internal  support,  and  sanitary  and  phytosanitary 
measures. 

The  major  area  of  impact  on  tobacco  by  the  Uruguay  Round 
was  in  the  market  access  area  through  rednct-ions  in  tariffs.   The 
European  Community  will  reduce  its  tariffs  by  50  percent  for 
cigars,  36  percent  for  cigarettes  and  other  manufactured  tobacco, 
and  20  percent  for  unmanufactured  tobacco.   The  Philippines  has 
agreed  tn  reduce  the  tariff  on  Virginia  and  ether  tobacco,  cigars 
and  cigarettes  from  50  percent  to  4  5  percent. 

While  the  American  agricultural  industry  has  focused  on 
immediate  improvements  in  market  access  as  a  result  of  the 
Uruguay  Round,  it  is  important,  to  rpr.ngni^.A  thp.  longpr-tprTn 
benefits  of  this  agreement: 

*     The  onnnnmir"  grrvuth  Qiwnerated  by  ;»T1  of  th©  rlifferent 
Uruguay  Round  agreements,  including  the  non-agricultural  areas, 
will  increase  income  globally,  which  will  result  in  increased 
demand  for  U.S.  agricultural  «xports; 
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*  Agriculture  will  be  more  fully  under  the  disciplines  of 
the  GATT.  This  will  provide  a  signif  J  ctant  ly  improved  process  for 
dealing  with  agricultural  trade  problems; 

*  Non-tariff  trade  barriers  will  be  replaced  with 
tariffs,  which  will  make  import  protection  less  arbitrary  and 
help  simplify  future  negotiations  t-.o  Hbfir;ilize  agricultural 
markets ; 

*  Binding  all  of  the  world's  agricultural  tariff  rates 
will  prohibit  countries  from  exceeding  their  tariff  rates  without 
providing  compensation; 

*  Trade-distorting  internal  support  and  export  subsidies 
will  be  capped  and  reduced;  countries  will  not  be  able  to 
increase  such  subsidies  beyond  the  levels  specified  in  the 
agreement. 

Under  GATT,  countries  may  request  consultations  and  dispute 
settlement  proceedings  it  they  believe  another  country  has  taken 
any  action  in  which  there  is  a  violation  of  GATT.   Subsequent  to 
enactment  of  the  1993  Act,  leading  suppliers  of  tobacco  to  the 
United  States  formally  requested  consultations  under  GATT  to 
review  the  consistency  of  the  domestic  content  legislation  with 
our  international  obligations.    As  a  result  of  these 
consultations,  several  of  our  trading  partners  invoked  formal 
GATT  dispute  resolution,  and  last  month  the  GATT  Council  formed  a 
three-member  panel  of  experts  to  examine  the  united  States 
action.   If  the  RATT  panel  were  to  find  ths  mRasure  inconsistent 
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with  the  GATT,  then  the  United  States  would  be  requested  to  taJte 
corrective  action  to  bring  the  legislation  into  conformance  with 
GATT  rules. 

OOTLOOK 

With  excess  supplies,  USDA  followed  the  legislative  quota 
formula  and  set  the  1994-crop  marketing  quotas  for  flue-cured  and 
burley  tobaccos  10  percent  below  1993  which  is  the  maximum 
reduction  permitted  by  law.   Beyond  this  year,  the  path  of  U.S. 
production  depends  on  a  number  of  unpredictable  factors  such  as 
changes  in  Federal  cigarette  taxes,  State  and  local  taxes,  and 
the  margins  of  U.S.  cigarette  manufacturers,  as  well  as  whether 
or  not  the  Association  pools  can  move  their  inventories  into  the 
trade  in  an  orderly  manner.   Based  on  recent  trends,  restrictions 
on  where  people  can  smoke  will  probably  grow  and  the  social 
acceptability  of  smoking  will  probably  decline  further.   In 
addition,  the  U.S.  industry  faces  stiff  competition  from  foreign 
tobacco  growers  in  supplying  world  leaf  requirements. 

Mr.  Chairman,  this  gives  a  brief  overview  and  update  of 
where  we  are  on  tobacco.   We  will  be  glad  to  respond  to  any 

questions. 
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Introduction 

The  tobacco  industry  is  in  the  flux  of  change,  even  more  than  is  usually  the  case. 
Restrictions  on  smoicing  in  public  places  are  becoming  more  stringent,  especially  in  the  wake 
of  the  Environmental  Protection  Agency's  report  on  environmental  tobacco  smoke.   The 
Clinton  administration  has  proposed  a  large  increase  in  the  federal  excise  lax  on  cigarettes. 
World  supplies  of  tobacco  are  large  and  world  tobacco  prices  are  low.    Competition  from 
other  countries  is  intense,  both  in  terms  of  price  and  quality.    And  if  all  this  is  not  enough, 
drought  conditions  plagued  much  of  the  flue-cured  tobacco  producing  area  in  1993  and 
Stabilization  bought  23  percent  of  1993  net  sales  of  flue-cured  tobacco. 

This  paper  discusses  some  of  the  factors  affecting  the  current  and  future  market  for 
U.S.  flue-cured  tobacco.   First,  the  factors  affecting  the  1993  market  season  are  discussed. 
Second,  the  potential  impact  of  the  domestic  content  law  is  briefly  discussed.    Third,  the 
1994  basic  quota,  support  price,  and  no-net-cost  assessment  are  discussed.    Next,  some  of 
the  implications  of  GATT  and  NAFTA  are  discussed.    Lastly,  the  paper  discusses  the 
implications  of  these  market  factors  for  the  U.S.  flue-cured  tobacco  program. 

1993  Flue-Cured  Tobacco  Marketing  Season:   What  Happened? 

Drought  conditions  reduced  the  quality  and  yield  of  much  of  the  1993  crop  of  flue- 
cured  tobacco.   Average  yield  per  acre  was  2,183  pounds  down  from  2,257  pounds  in  1992 
(Table  1).  The  number  of  acres  harvested  was  down  2000  acres  from  1992  at  399  thousand 
acres.    Production  for  1993  was  872  million  pounds  down  from  906  million  pounds  in  1992. 
As  evidence  of  a  large  carryover  of  tobacco  from  the  1992  crop,  net  sales  of  flue-cured 
tobacco  in  1993  were  892  million  pounds,  20  million  pounds  above  production  and  3  million 
pounds  over  the  1993  effective  quota.   The  average  price  received  was  $1,688,  down  about  4 


54 


cents  per  pound  from  1992  (Tables  2  and  3).    Flue-Cured  Tobacco  Cooperative  Stabilization 
Corporation  receipts  were  up  dramatically.    Stabilization  purchased  about  23  percent  (206 
million  pounds)  of  net  sales  of  flue-cured  tobacco  in  the  1993  season,  up  from  9  percent  of 
net  sales  in  1992  (Table  4).   At  the  end  of  the  marketing  season,  stabilization  stocks  were 
about  317  million  pounds,  183  million  pounds  above  the  required  reserve  level  as  given  in 
the  quota  formula. 

Numerous  factors  affected  the  price  and  Flue-Cured  Tobacco  Cooperative 
Stabilization  Corporation  purchases  during  the  1993  marketing  season.    Unfortunately  for 
flue-cured  tobacco  producers,  most  of  the  factors  adversely  affected  the  market.   The  market 
factors  that  may  have  adversely  affected  the  1993  market  are  as  follows. 

1.  Quality  problems  due  to  drought  conditions  during  the  1993  growing  season. 

Other  countries  (e.g.  Zimbabwe  and  Brazil)  have  improved  the  quality  of  their  flue- 
cured  tobaccos  so  that  competition  in  the  world  market  is  keener.   Thus  quality 
problems  with  the  U.S.  crop  may  adversely  affect  unmanufactured  exports 
significantly.   It  is  not  possible  to  quantify  the  magnitude  of  this  effect. 

2.  Large  world  supplies  of  flue-cured  tobacco  resulting  in  low  world  prices. 

World  production  of  flue-cured  tobacco  has  increased  dramatically  in  the  last  10  years 
(Figures  1  and  2)  and  has  out  paced  world  consumption  in  the  last  5  years. 

Zimbabwe  auction  prices  for  flue-cured  tobacco  averaged  USS0.57  per  pound  in  the 
first  29  weeks  of  the  1993  sales  season  (Table  5).   This  represented  a  25  percent  drop 
in  Zimbabwean  flue-cured  tobacco  prices  from  1992.    Zimbabwe  auction  prices 
averaged  US$0.76  per  pound  during  the  1992  sales  season  and  US$1.31  during  the 
1991  market  season. 

Research  completed  in  the  late  1970's  suggested  that  a  25  percent  drop  in  foreign 
tobacco  prices  would  result  in  a  16  percent  drop  in  the  quantity  of  U.S.  tobacco 
exported  in  unmanufactured  form.   Unmanufactured  exports  are  probably  even  more 
sensitive  to  changes  in  foreign  tobacco  prices  now  than  they  were  15  years  ago.    Thus 
the  1992  to  1993  decline  in  the  world  price  of  tobacco  could  potentially  account  for  a 
large  part  of  the  increase  in  Stabilization  receipts. 
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3.  The  prospect  of  an  increase  in  the  federal  excise  tax  on  cigarettes. 

A  24  10  75  cent  per  pack  increase  in  the  federal  excise  tax  would  likely  cause  U.S. 
consumption  of  cigarettes  to  decrease  6  to  18  percent.   This  would  likely  result  in  a  4 
to  13  percent  reduction  in  purchases  of  U.S.  tobacco  by  U.S.  manufacturers.    Under 
this  scenario  flue-cured  purchases  by  U.S.  manufacturers  might  drop  20  to  60  million 
pounds  as  a  result  of  the  lax  increase. 

Because  of  the  uncertainty  surrounding  the  size  of  the  tax  increase,  manufacturers  had 
some  incentive  to  let  Stabilization  hold  large  inventories  of  tobacco  rather  than 
holding  the  inventories  themselves.    Under  this  scenario,  if  the  tax  is  less  than 
expected,  manufacturers  might  buy  some  of  the  Stabilization  inventories. 

4.  Changing  composition  of  the  U.S.  and  world  cigarette  market.     Value  priced 
cigarettes  made  up  about  30  percent  of  U.S.  cigarette  production  in  1992  and  35  to  40 
percent  in  1993  (Figure  3).   Cigarettes  manufactured  for  export  also  made  up  about 
30  percent  of  U.S.  cigarette  production  in  1992.    As  these  categories  of  production 
have  increased,  production  of  premium  brand  cigarettes  has  decreased.     Both  value 
priced  cigarettes  and  cigarettes  for  export  contain  less  expensive  tobaccos  and 
consequently  less  high  priced  U.S.  tobacco. 

In  the  world  market,  cigarette  consumption  is  growing  in  developing  countries  where 
incomes  are  relatively  low.    In  industrialized  countries  with  higher  incomes  cigarette 
consumption  is  stable  to  slightly  declining.   Thus,  in  the  world  market  demand  for 
less  expensive  cigarettes  is  growing.   These  changes  in  the  world  and  U.S.  cigarette 
markets  indicate  a  decline  in  demand  for  higher  priced  tobaccos  like  U.S.  tobacco. 

5.  Increased  no-net  cost  assessment  to  flue-cured  tobacco  buyers. 

The  no-net-cost  assessment  to  purchasers  increased  2  cents  per  pound  from  the  1992 
season.   Since  the  supply  of  tobacco  is  fixed  at  harvest,  the  price  buyers  were  willing 
to  pay  decreased  by  the  amount  of  the  assessment  increase.   This  factor  may  have 
increased  Stabilization  purchases  since  the  market  price  for  many  grades  was  already 
near  the  support  price. 

6.  The  sell  down  of  Stabilization  stocks  in  late  1992.   While  the  sell  of  73  million 
pounds  out  of  Stabilization  stocks  in  late  1992  prevented  a  10  percent  cut  in  the  1993 
quota,  this  tobacco  likely  substituted  to  some  extent  for  tobacco  that  would  have  been 
purchased  in  the  1993  market  season. 

The  three  most  important  of  these  factors  probably  were  low  worid  tobacco  prices, 

the  prospect  of  an  increase  in  cigarette  taxes,  and  quality  problems  with  the  1993  crop. 

Illegal  sales  of  tobacco  may  have  increased  Stabilization  receipts  and  decreased  the  market 

price  by  increasing  the  available  supply  of  tobacco.    Illegal  sales  have  been  rumored  to  be  a 
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problem  for  several  years.    Tougher  regulations  regarding  dealers,  put  in  place  in  1993,  may 
have  helped  this  situation.    If  the  illegal  sales  decreased  in  1993,  then  this  should  have 
improved  market  conditions. 

There  is  one  occurrence  in  the  cigarette  industry  that  may  have  positively  affected 
sales  of  U.S.  flue-cured  tobacco.   Retail  prices  of  premium  brand  cigarettes  dropped  about 
20  percent  during  1993.   This  decline  in  cigarette  prices  may  have  at  least  partially  offset  the 
annual  2  to  3  percent  decline  in  U.S.  cigarette  consumption. 

The  Domestic  Content  Law 

A  factor  that  may  have  affected  the  1993  marketing  season  and  will  likely,  affect 
future  market  seasons  is  the  domestic  content  law.   Beginning  January  1,  1994  the  domestic 
content  law  restricts  the  use  of  imported  tobacco  in  cigarettes  produced  in  the  United  States 
to  25  percent  of  the  total  tobacco  content.   The  intended  effect  of  the  law  is  to  force  U.S. 
manufacturers  to  purchase  more  U.S.  tobacco.   Two  key  issues  in  determining  the  net  effect 
of  the  domestic  content  law  are  whether  or  not  the  law  will  cause  U.S.  production  of 
cigarettes  for  foreign  markets  to  move  to  other  countries  and  whether  or  not  the  law 
adversely  affects  unmanufactured  exports. 

In  the  short  run,  the  domestic  content  law  could  increase  domestic  use  of  U.S.  flue- 
cured  tobacco,  even  if  some  cigarette  production  moved  offshore.    A  USDA  impact  analysis 
indicated  that  in  the  short  run  domestic  use  of  all  U.S.  produced  tobacco  could  increase  by 
188  million  pounds  in  1994,  assuming  a  20  percent  decline  in  1994  cigarette  exports. 
Assuming  that  cigarette  exports  declined  by  10  percent  in  1994,  William  Snell  (University  of 
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Kentucky)  indicates  thiat  1994  domestic  use  of  U.S.  produced  cigarette  tobaccos  could 
increase  by  as  much  as  230  million  pounds. 

Using  the  USDA  results  indicates  that  domestic  use  of  U.S.  flue-cured  tobacco  could 
increase  about  100  million  pounds  in  1994.   Snell's  numbers  indicate  that  domestic  use  of 
U.S.  flue-cured  tobacco  might  increase  about  125  million  pounds  in  1994.   The  USDA  study 
indicates  that  by  1998  enough  cigarette  production  would  have  moved  offshore  so  that 
domestic  use  could  be  less  than  it  was  in  1993.   However  if  production  of  cigarettes  for 
export  only  declined  10  percent  per  year  domestic  use  could  be  positively  affected  for  the 
foreseeable  future.     One  major  U.S.  manufacturer  of  cigarettes  for  export  has  indicated  that 
it  will  not  move  production  offshore.    Other  U.S.  manufacturers  of  cigarettes  for  export  have 
indicated  that  they  will  move  as  much  production  as  possible  offshore.    While  most  of  the 
major  U.S.  manufacturers  have  foreign  production  facilities,  they  are  unlikely  to  move 
production  unless  they  have  excess  capacity  in  the  foreign  facilities. 

Even  if  manufacturers  are  unable  to  move  production  offshore  quickly,  they  may  have 
been  hesitant  to  buy  more  tobacco  in  the  1993  season  due  to  uncertainties  surrounding  the 
law.    A  bill  has  been  introduced  in  congress  to  repeal  the  law.   The  tobacco  industry, 
including  growers,  seems  divided  over  whether  the  law  should  be  repealed.   Additionally,  the 
law  has  been  challenged  on  the  grounds  that  it  violates  the  General  Agreement  on  Tariffs  and 
Trade  (GATT).   Under  this  scenario,  manufacturers  would  have  had  an  incentive  to  let 
Stabilization  hold  large  inventories  of  tobacco  until  more  was  known  about  whether  or  not 
the  law  would  remain  in  effect. 

The  second  key  issue  is  how  the  domestic  content  law  will  affect  unmanufactured 
exports.   Foreign  tobacco  displaced  by  the  domestic  content  law  in  the  U.S.  market  will 
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compete  against  U.S.  tobacco  in  the  global  market.    Foreign  producers,  such  as  Brazil,  will 
likely  decrease  production  in  response  to  the  law,  but  the  production  decreases  will  likely  be 
less  than  the  amount  of  tobacco  displaced  by  the  law.    With  the  price  of  U.S.  tobacco 
already  high  relative  to  world  tobacco  prices,  unmanufactured  exports  of  flue-cured  tobacco 
in  1994  and  beyond  will  probably  decline  from  pre-1993  levels. 

The  domestic  content  law  could  also  cause  unmanufactured  exports  to  decline  because 
of  trade  retaliation.   Turkey  reported  that  they  would  purchase  less  U.S.  tobacco  in 
retaliation  to  the  law.   While  no  known  retaliation  has  occurred  from  the  European 
Community,  the  EC  countries  have  protested  that  the  law  violates  the  GATT.    In  1992  the 
EC  imported  about  134  million  pounds  of  U.S.  flue-cured  tobacco.    Any  retaliation  from  the 
EC  could  be  very  damaging  to  the  market  for  U.S.  flue-cured  tobacco.    Adverse  effects  on 
the  export  market  could  easily  offset  benefits  from  the  law  in  the  domestic  market. 

The  U.S.  exported  about  45  percent  (420  million  pounds)  of  the  flue-cured  tobacco  it 
produced  in  1992  (Figure  4).  Exports  of  U.S.  flue-cured  tobacco  are  estimated  to  be  around 
3(X)  million  pounds  for  1993,  down  about  120  million  pounds  from  1992.   The  main  factors 
affecting  unmanufactured  exports  for  1993  probably  were  the  lower  quality  of  the  U.S.  flue- 
cured  crop  and  low  tobacco  prices  in  competing  tobacco  producing  countries  (e.g. 
Zimbabwe). 

The  1994  Flue-Cured  Tobacco  Quota,  Support  Price,  and  No-Net-Cost  Assessment 

The  1994  flue-cured  tobacco  national  basic  quota  is  803  million  pounds  down  10 
percent  from  the  1993  basic  quota  of  892  million  pounds  (Table  6).   The  effective  quota  is 
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800  million  pounds,  down  from  889  million  pounds  in  1993.    The  national  average 
support  price  for  flue-cured  tobacco  in  1994  is  $1,583,  up  0.6  cents  from  1993. 

The  basic  quota  is  normally  computed  by  summing  purchase  intentions  as  announced 
by  the  U.S.  cigarette  manufacturers,  a  3  year  average  of  unmanufactured  exports,  and  an 
inventory  adjustment  for  how  much  Stabilization  inventories  are  over  or  under  the  required 
reserve  level.   The  Secretary  of  Agriculture  can  adjust  this  sum  up  or  down  by  3  percent. 

The  required  reserve  level  is  calculated  as  15  percent  of  the  previous  years  basic 
quota.   The  required  reserve  level  for  the  1994  quota  calculation  was  134  million  pounds  or 
15  percent  of  892  million  pounds  (the  1993  basic  quota).   Stabilization  entered  the  1993 
marketing  season  with  1 1 1  million  pounds  of  tobacco  in  inventory  and  then  purchased 
another  206  million  pounds.   Thus  Stabilization  inventories  at  the  end  of  the  1993  market 
season  were  317  million  pounds,  183  million  pounds  over  the  required  reserve  level  of  134 
million  pounds.   This  resulted  in  a  negative  inventory  adjustment  in  the  3  part  quota  formula 
of  183  million  pounds. 

Purchase  intentions  for  1994  as  announced  December  1,  1993  were  288  million 
pounds  (Table  6)  down  39  percent  from  the  1993  purchase  intentions  of  473  million  pounds. 
The  3  year  export  average  was  391  million  pounds,  down  from  406  million  pounds  the 
previous  year.   As  a  result  the  3  part  sum  equaled  496  million  pounds  (288  +  391  -  183)  and 
would  have  resulted  in  a  44  percent  reduction  in  the  basic  quota  from  1993.   This  reduction 
did  not  occur  because  the  quota  is  limited  to  no  more  than  a  10  percent  decline  in  1994.   The 
10  percent  limit  had  been  in  effect  and  was  to  have  expired  with  the  1993  quota.    However, 
legislation  passed  with  the  Budget  Reconciliation  Act  of  1993  extended  the  10  percent  limit 
for  1994. 
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U.S.  cigarette  manufacturers  may  have  had  some  incentive  to  under  announce  their 
purchase  intentions.   Because  of  the  large  negative  inventory  adjustment,  purchase  intentions 
would  have  had  to  have  increased  at  least  94  million  pounds  from  the  1993  level  of  473 
million  pounds  in  order  to  avoid  a  10  percent  reduction  in  the  1994  quota.    Since  no  such 
increase  was  warranted,  manufacturers  knew  that  their  announced  purchase  intentions  would 
have  no  effect  on  the  1994  quota.   In  other  words,  the  1994  quota  would  decline  10  percent 
regardless  of  any  reasonable  announcement  of  purchase  intentions.   Given  that  manufacturers 
pay  a  penalty  if  they  purchase  less  than  the  intentions  they  announced  and  given  the 
uncertainty  concerning  the  cigarette  tax  and  the  domestic  content  law,  it  would  be  logical  for 
a  manufacturer  to  hedge  by  announcing  intentions  on  the  low  side. 

The  estimate  of  1993  unmanufactured  exports  used  in  the  quota  formula  was  350 
million  pounds.   The  3  year  export  average  reflects  only  part  of  the  estimated  70  million 
pound  decrease  in  unmanufactured  exports  for  1993.   Current  estimates  indicate  that  1993 
exports  were  actually  about  300  million  pounds,  down  120  million  pounds  from  1992.   As 
stated  above,  low  world  prices  and  quality  problems  with  the  U.S.  crop  were  probably  the 
main  factors  contributing  to  lower  unmanufactured  exports  in  1993.   While  lower  world 
production  of  flue-cured  tobacco  in  1994  could  cause  world  prices  to  rebound,  world  tobacco 
prices  will  still  be  low  relative  to  the  U.S.  price.   Even  if  there  are  not  quality  problems  with 
the  1994  U.S.  flue-cured  tobacco  crop,  unmanufactured  exports  may  still  be  lower  than  pre- 
1993  levels. 

The  no-net-cost  assessments  will  be  2.2085  and  4.2085  cents  per  pound  marketed  for 
producers  and  buyers,  respectively.  The  Commodity  Credit  Corporation  of  USDA  must  set 
the  no-net-cost  assessment  for  growers  and  purchasers  at  an  amount  that  will  cover  the 
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anticipated  carrying  charges  (mostly  interest  and  storage  costs)  for  the  current  inventory  in 
Stabilization,  the  operating  costs  of  Stabilization,  and  any  anticipated  losses  Stabilization 
might  take  in  the  near  future.   The  latter  portion  of  the  rules  (anticipation  of  losses)  gives 
considerable  discretion  for  setting  the  assessment.    In  addition  to  the  no-net-cost  assessment, 
producers  and  buyers  must  pay  a  marketing  assessment.   The  1994  marketing  assessment  is 
0.7915  cents  per  pound.   Thus  the  total  assessments  to  producers  and  purchasers  will  be  3 
and  5  cents  per  pound,  respectively. 

The  possibility  of  large  Stabilization  receipts  in  1994  and  the  probability  of 
Stabilization  having  to  sell  inventories  at  a  loss  at  some  point  in  the  future  indicates  that  the 
assessment  had  to  increase  from  its  1993  level.    On  the  other  hand,  an  increase  in  the 
purchaser  assessment  causes  the  market  price  for  flue-cured  tobacco  to  fall  which  increases 
Stabilization  receipts  and  consequently  increases  Stabilization  losses.    Increases  in  both 
assessments  decrease  the  effective  price  received  by  growers.    Policy  makers  have  the 
extremely  difficult  task  of  following  the  rules  of  the  program  and  trying  to  cover  future 
losses  while  at  the  same  time  trying  not  to  increase  future  losses  as  a  result  of  increasing  the 
assessment  too  much. 

GATT  and  NAFTA 

Neither  the  General  Agreement  on  Tariffs  and  Trade  (GATT)  nor  the  North  American 
Free  Trade  Agreement  (NAFTA)  are  likely  to  affect  the  1994  market  for  flue-cured  tobacco. 
The  exception  will  be  if  the  domestic  content  law  is  found  in  violation  of  GATT  and  the 
U.S.   agrees  to  abolish  or  phase  out  the  law. 
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Under  the  new  GATT  agreement,  the  European  Union  (EU),  would  lower  tariffs  on 
unmanufactured  tobacco  by  20  percent.   This  should  increase  the  use  of  other  tobaccos, 
including  U.S.  tobacco,  in  the  EU.   In  addition,  EU  subsidies  on  the  export  of  European 
tobacco  will  be  reduced.   For  the  new  GATT  agreement  to  become  effective,  it  must  be 
ratified  by  the  U.S.  congress  and  many  other  participating  countries.    If  the  agreement  is 
ratified,  it  will  become  effective  in  1995  or  1996. 

NAFTA  eliminated  the  restrictive  permit  and  licensing  requirements  for  the 
importation  of  U.S.  tobacco  by  Mexican  cigarette  manufacturers.    Other  countries,  such  as 
Brazil  and  Zimbabwe,  will  still  be  subject  to  the  licensing  and  permit  requirements. 
Currently,  Mexico  imports  some  flue-cured  tobacco  from  Brazil  and  Zimbabwe,  but  does  not 
import  U.S.  flue-cured.   Initially,  a  50  percent  tariff  will  be  placed  on  U.S.  tobacco  exported 
to  Mexico.   This  tariff  will  then  be  phased  out  over  a  10  year  period.    As  the  tariff  is  phased 
out,  the  Mexican  price  of  U.S.  flue-cured  tobacco  will  become  more  competitive  with 
Brazilian  and  Zimbabwean  prices.    Consequently,  Mexico  will  probably  start  importing  some 
flue-cured  tobacco  during  this  ten  year  period.    Additionally,  many  analysts  predict  that 
Mexico  will  begin  importing  some  U.S.  cigarettes  as  Mexican  tariffs  on  U.S.  cigarettes  are 
lowered. 

1994  and  Beyond 

Although  the  flue-cured  tobacco  quota  is  certain  for  1994,  the  1994  marketing  season 
is  surrounded  by  uncertainty.   If  world  prices  remain  low,  a  substantial  increase  in  the 
federal  excise  tax  on  cigarettes  materializes,  and  the  domestic  content  law  does  not  have  the 
intended  effect,  then  Stabilization  receipts  could  be  large  again.   The  price  would  likely 
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decline  some  under  this  scenario,  but  would  be  prevented  from  declining  much  by  the 
support  prices.    If  Stabilization  stocks  are  equal  to  or  greater  than  150  percent  of  the 
required  reserve  level  for  the  1995  quota,  then  the  Secretary  of  Agriculture  may  allow  the 
quota  to  decline  more  than  10  percent.   Some  analysts  have  predicted  more  than  a  40  percent 
decline  in  the  1995  quota  under  this  "worst  case"  scenario.    If  the  current  tobacco  program 
remained  in  place,  quotas  might  rebound  after  1995  but  would  likely  remain  low.   A  large 
share  of  the  unmanufactured  export  market  would  be  lost  under  this  scenario  and  producers 
would  be  left  dependent  on  a  declining  domestic  market. 

A  "best  case  scenario"  might  be  one  in  which  the  quality  of  the  1994  crop  was  good, 
the  cigarette  tax  increase  did  not  materialize  or  was  smaller  than  expected,  the  domestic 
content  law  had  the  intended  effect,  and  world  prices  recovered  substantially  from  their  low 
1993  levels.    Both  Brazilian  and  Zimbabwean  flue-cured  tobacco  production  are  predicted  to 
decline  in  1994,  which  may  increase  1994  world  prices.    Also,  some  legislators  think  that  the 
cigarette  tax  will  be  less  than  75  cents  if  the  Clinton  health  plan  passes.    Other  legislators 
question  whether  or  not  the  health  plan  will  pass  at  all.   Under  this  best  case  scenario. 
Stabilization  receipts  could  much  lower  than  in  1993  and  manufacturers  might  buy  some  of 
the  Stabilization  stocks  built  up  in  the  1993  season.   The  1995  quota  might  decline,  but  not 
more  than  10  percent. 

One  major  problem,  even  under  the  best  case  scenario,  is  that  the  price  of  U.S.  flue- 
cured  tobacco  is  high  relative  to  the  world  price  of  flue-cured  tobacco.   This  problem  is 
compounded  by  the  fact  that  other  countries,  such  as  Zimbabwe  and  Brazil,  have  improved 
the  quality  of  their  tobacco  so  that  it  is  a  closer  substitute  for  U.S.  tobacco.    As  a  result  the 
quota  will  continue  to  decline  under  the  current  tobacco  program,  even  if  other  market 
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conditions  improve.   Policy  makers  and  the  growers  and  quota  owners  they  represent  face 
the  choice  of  lower  U.S.  production  of  flue-cured  tobacco  or  lowering  price  supports. 
Dramatically  lower  quotas  as  outlined  under  the  "worst  case  scenario"  can  probably  be 
avoided  with  reductions  in  the  price  supports  for  flue-cured  tobacco.   However,  because 
Stabilization  may  have  to  get  rid  of  large  inventories,  some  reduction  in  future  quotas  is 
plausible  even  with  a  reduction  in  price  supports.   Hopefully,  quotas  could  then  recover  after 
the  Stabilization  inventories  were  lowered. 

If  the  domestic  content  law  is  successful  in  increasing  domestic  use  of  U.S.  flue-cured 
tobacco,  unmanufactured  exports  may  decline,  even  in  the  absence  of  trade  retaliation. 
Erosion  in  the  U.S.  share  of  the  export  market  might  be  avoided  with  some  reduction  in 
price  supports.   The  price  support  for  flue-cured  tobacco  was  reduced  about  15  percent  (25 
cents)  in  1986.   Unmanufactured  exports  then  increased  about  15  percent,  from  363  million 
pounds  in  1988  to  420  million  pounds  in  1992  (figure  4).   This  increase  in  unmanufactured 
exports  occurred  despite  escalating  world  supplies  of  flue-cured  tobacco  during  the  same 
period  (figure  1).   Had  world  supplies  not  been  increasing  rapidly  during  this  period, 
unmanufactured  exports  of  flue-cured  tobacco  might  have  increased  30  percent  or  more  as  a 
result  of  the  support  price  reduction. 

It  is  unlikely  that  any  changes  in  the  program  will  be  made  for  the  1994  crop.    But 
change  may  be  difficult  to  avoid  for  the  1995  crop  year.   How  long  change  can  be  avoided 
will  depend  to  some  extent  on  the  effectiveness  of  the  domestic  content  law.   Most  changes 
in  the  tobacco  program  require  legislation.   This  requirement  introduces  additional 
uncertainty. 
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On  the  bright  side,  U.S.  flue-cured  tobacco  still  enjoys  the  reputation  of  one  of  the 
highest  quality  tobaccos  in  the  world.   This  attribute  distinguishes  it  from  other  flue-cured 
tobaccos  in  the  world.    For  this  reason  export  buyers  are  willing  to  pay  a  much  higher  price 
for  U.S.  flue-cured  than  other  flue-cured  tobaccos.    Even  with  the  quality  problems  of  1993, 
export  buyers  bought  over  300  million  pounds  of  U.S.  flue-cured  tobacco  when  they  could 
have  bought  Brazilian  or  Zimbabwean  tobacco  for  a  much  cheaper  price. 

Despite  all  the  adverse  factors  affecting  tobacco  growers,  flue-cured  tobacco  will 
likely  remain  an  important  income  source  for  many  farmers  in  the  Southeast.     With 
appropriate  program  changes  U.S.  flue-cured  tobacco  producers  should  be  able  to  compete 
successfully  in  the  global  market  for  tobacco.   Successful  competition  in  the  world  market 
for  tobacco  could  result  in  U.S.  flue-cured  tobacco  production  remaining  at  its  current  level 
or  perhaps  even  increasing. 

Conclusions 

1994  will  be  a  year  of  great  uncertainty  for  tobacco  growers.    The  industry  faces  the 
uncertainty  of  how  much,  if  any,  the  federal  excise  tax  on  cigarettes  will  increase.   The 
industry  also  faces  the  uncertainty  of  what  effects  the  domestic  content  law  will  have  on 
tobacco  purchases,  and  even  whether  or  not  the  law  will  remain  in  effect.   Low  world 
tobacco  prices,  lower  quality  due  to  drought  conditions,  and  the  possibility  of  an  increase  in 
cigarette  taxes  were  probably  the  main  factors  causing  large  Stabilization  receipts  and  lower 
prices  for  flue-cured  tobacco  in  1993.   While  the  domestic  content  law  could  increase  U.S. 
manufacturer  purchases  of  tobacco  in  the  short  run,  unmanufactured  tobacco  exports  may  be 
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adversely  affected  by  the  law.   Because  of  uncertainties  faced  by  manufacturers  in  1994, 
manufacturers  had  some  incentive  to  allow  Stabilization  to  hold  large  inventories  of  the  1993 
crop. 

The  1994  basic  flue-cured  tobacco  quota  will  be  803  million  pounds,  10  percent  lower 
than  in  1993.    Quotas  for  1995  and  beyond  could  decline  even  further  unless  changes  are 
made  to  the  tobacco  program.    With  a  widening  gap  between  U.S.  and  world  tobacco  prices, 
policy  makers  and  the  growers  and  quota  owners  they  represent  may  be  faced  with  the  choice 
of  allowing  the  price  of  U.S.  tobacco  to  decline  or  having  lower  production  of  tobacco  in 
the  U.S.   In  order  to  maintain  current  U.S.  tobacco  production  levels,  U.S.  growers  will 
have  to  become  even  more  reliant  on  the  foreign  markets  for  their  tobacco.   While  world 
competition  is  intense,  world  demand  for  tobacco  remains  fairly  stable. 

(Attachments   follow:) 
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Statement  before  the  Subcommittee  on  Specialty  Crops  and  Natural  Resources 

Lumberton,  North  Carolina 
February  21,  1994 


Its  a  real  honor  and  pleasure  for  me  to  once  again  have  the  opportunity  to  address 
this  subcommittee.  I  feel  that  I  have  a  lot  in  common  with  a  lot  of  individuals  in  the 
audience  since  I  was  raised  on  a  five  generation  small  family  farm  outside  of  Lexington 
Kentucky  where  tobacco  has  accounted  for  the  majority  of  our  farm  income  for  well  over 
the  past  100  years.  Part  of  my  extension  assignment  at  the  University  of  Kentucky  deals 
with  working  with  our  farmers,  farm  groups,  and  legislators  on  policy  issues  affecting  the 
burley  tobacco  industry.  This  morning  I  would  like  to  share  with  the  subcommittee  some 
of  my  observations  regarding  the  current  policy  environment  facing  burley  tobacco 
farmers  -  much  of  which  is  certainly  applicable  to  flue-cured  tobacco  farmers. 

Currently,  I'm  m  the  middle  of  winter  tobacco  county  meetings  where  my 
colleagues  and  myself  tour  the  state  discussing  a  variety  of  production,  marketing  and 
policy-related  Issues  to  tobacco  producers,  landowners,  bankers,  agribusinesses,  and  to 
other  individuals  and  businesses  whose  incomes  or  profits  are  related  to  the  status  of  our 
tot>acco  economy,  As  you  might  expect,  they  are  very  concerned  and  very  worried  about 
the  future  of  this  crop  that  has  provided  them  with  so  much  in  the  past,  but  one  in  which 
decisions  made  in  our  nation's  capital  could  ultimately  destroy  their  livelihood  and 
jeopardize  the  economic  base  in  many  of  their  small  rural  communities. 

Specifically  they  are  asking  a  lot  of  questions  regarding  the  domestic  content 
legislation,  the  proposed  increase  in  the  federal  excise  tax  on  tobacco  products,  and  the 
relationship  of  price  versus  quota  in  today's  world  market.  This  morning  I  would  like  to 
share  with  the  subcommittee  the  message  that  I'm  presenting  to  our  farmers  this  winter 
on  these  three  policy  issues. 
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First  the  domestic  content  legislation.  TTie  domestic  content  legislation  was  a  very 
controversial  piece  of  legislation  during  Its  developmental  stages  and  remains  a  very 
controversiaJ  law  among  the  farm  groups,  tobacco  companies,  and  policymakers.  While 
the  long-term  effect  of  this  legislation  remains  very  uncertain.  I  think  that  there  Is  no  doubt 
that  without  this  legislation  imports  would  have  continued  entering  this  country  at  such 
•  pace  that  is  would  have  resulted  in:  1)  a  tremendous  reduction  in  U.S.  tobacco  quotas 
during  lh«  mi(l-1990s  -  even  without  the  threat  of  a  large  excise  tax  increase;  and  2) 
producers  eventually  voting  out  the  current  tobacco  program.  From  my  viewpoint,  if  this 
law  remains  In  effect,  it  wiH  provide  a  significant  boost  to  domestic  tobacco  disappearance 
during  the  next  several  years.  However,  our  leaf  and  cigarette  exports  will  likely  suffer  - 
some  m  response  to  the  domestic  content  legislation,  but  some  in  response  to  today's 
general  global  business  environment  strategy  of  reducing  costs  amidst  intense 
intemationaJ  competition.  Overall,  my  research  reveals  that  unless  the  Industry 
•xpenencss  an  extremely  large  loss  In  the  export  market,  the  domestic  content  legislation 
will  provide  a  significsrtt  short-term  benefit  to  tine  U.S.  tobacco  producer  compared  to  the 
scenario  without  the  domestic  content  law.  However,  If  tinis  legislation  is  to  provide  mid- 
to  long-term  net  positive  effects  for  the  U.S.  tobacco  producer,  the  price  competitiveness 
of  U.S.  leaf  in  the  world  market  will  likely  have  to  be  improved  in  order  to  minimize  future 
U.S.  leaf  and  cigarette  export  losses. 

fskjw  I  would  like  to  share  virtth  you  some  of  the  results  from  a  study  that  our 
department  has  completed  on  examining  the  potential  impacts  of  tine  proposed  federal 
excise  tax  increase  on  Uie  U.S.  and  Kentucky  burfey  tobacco  industries.  According  to  our 
analysis,  a  75  cent  per  pack  increase  in  the  federal  excise  tax  on  cigarettes  implemented 
on  January  i.  1995  will  cause  U.S.  cigarette  consumption  to  fall  by  some  11  to  19%  in 
1995,  with  tine  base  scenario  estimating  a  15%  decline  in  consumption  in  1995.  This 
wouW  reduce  U.S.  buriey  use  by  approximately  9%  under  the  base  scenario,  valued  at 
84  million  dollars.  The  tax  increase  would  net  the  federal  government  an  additional  9.5 
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to  10  billion  dollars  the  first  year  of  the  tax,  with  net  additional  federal  tax  revenues  falling 
to  around  7  to  8  billion  dollars  by  2000.  While  increasing  federal  tax  revenues,  a  75  cent 
per  pack  tax  increase  would  cause  state  tobacco  tax  revenues  to  fall  by  more  than  one 
billion  dollars  the  first  year  of  the  tax.  To  maintain  existing  tobacco  tax  revenues,  states 
would  have  to  increase  state  tobacco  taxes  by  approximately  5  cents  per  pack,  causing 
additional  declines  in  consumption,  federal  tax  revenues,  and  tobacco  demand. 

In  Kentucky,  the  75  cent  tax  would  reduce  our  tobacco  income  under  our  base 
scenario  by  some  60  million  dollars  which  would  be  equivalent  to  losing  around  10%  of 
our  state's  cattle  income,  or  25%  of  our  corn  income,  or  90%  of  our  wheat  income  or 
about  200%  of  our  vegetable  receipts.  The  60  million  dollar  tobacco  loss  would  also  be 
equivalent  to  losing  around  3300  full-time  jobs  in  Kentucky.  On  the  micro  level,  a  75  cent 
tax  would  reduce  tobacco  farm  income  by  more  than  one  million  dollars  in  sixteen 
Kentucky  counties,  equivalent  to  eliminating  50  to  90  jobs  in  each  of  these  counties. 
Obviously  a  very  serious  situation  for  the  agricultural  industry  in  a  state  where  tobacco 
accounts  for  a  greater  percentage  of  farm  income  than  in  any  other  state,  including  North 
Carolina. 

My  final  comments  focus  on  the  relationship  between  tobacco  price  and  quota. 
In  today's  excess  supply  world  market  the  U.S.  tobacco  industry  simply  cannot  maintain 
both  price  and  quota  at  recent  levels.  World  market  conditions  w/ill  force  at  least  one  of 
these  policy  variables  to  be  adjusted  downward.  By  the  design  of  our  current  totjacco 
program,  prices  are  stabilized  at  the  expense  of  quota  in  an  excess  supply  market.  Our 
tobacco  price  support  formula,  being  based  on  the  cost  of  production  and  past  market 
prices,  will  likely  continue  to  maintain  market  prices  at  recent  levels.  However,  with 
quotas  being  dependent  on  rapidly  changing  world-wide  supply  and  demand  conditions, 
we  will  likely  continue  to  experience  a  lot  of  volatility  in  our  tobacco  quotas.  The  question 
that  I  often  pose  to  farm  groups  in  the  burley  belt  is  "Do  we  want  to  continue  to  take  the 
adjustments  in  quota  rather  than  price?"   There  is  no  easy  or  universal  answer  to  this 
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question.  Quota  reductions  lead  to  higher  tease  prices,  higher  costs  of  production  by 
spreading  fbced  costs  over  a  smaller  quantity,  and  also  lower  quota  and  land  values, 
Alternatively,  lower  prices  result  in  individual  producers  being  required  to  plant  more 
acres,  use  more  labor  and  barn  space  Just  to  keep  even.  In  addition  price  reductions  in 
an  excess  supply  market  do  not  immediately  result  in  significant  increases  in  quota  as  it 
takes  several  years  to  work  off  abundant  U.S.  pool  and  world  stocl<s.  Furthermore, 
foreign  markets  respond  to  price  adjustn^ents  made  by  the  U.S.  by  lowering  their  prices 
wfiteh  offsets  some  of  the  competitive  benefits  the  U.S.  would  receive  from  lower  price 
supports. 

Given  this  dilemma,  producers  often  ask  the  question  "What  price  will  it  tal<e  to  be 
competttrve  in  today's  workl  market?'  In  reality,  there  is  no  right  answer  to  this  question 
as  It  depends  on  what  quota  level  tiiey  want  to  maintain.  The  bottom  line  is  that  in  burley 
we  cant  maintain  a  600  minion  pound  quota  In  today's  world  market  of  excessive  pool 
stocks  and  abundam  workj  supplies  given  prices  in  the  Si.80/lb  range.  Evan  IT  tie 
i««t  Iwf  ivmrim  in  aflMt  and  tiH  Mi  irMarKM  effaota  and  y  ih«  Indiatry  is 
1  iftalgnWcantfy  reducing  the  proposed  tobacco  tax,  the  buHay  quota  formula 
y/Mtm  Wmtif  oallor  a  quota  retfuevon  in  excess  of  20%  fbr  1995,  Thus,  the  farm  groups 
certainty  have  some  difficult,  but  vitally  important,  decisions  before  them  in  deciding  on 
the  optinuJ  prica/quota  strategy  In  the  coming  years. 

In  ck)sir>g.  there  is  no  doubt  that  the  U.S.  tobacco  Industry  faces  many  challenges. 
However,  the  industry  has  certainly  survived  many  challenges  in  the  past.  I  tell  our 
producers  that  despite  the  numerous  problems  facing  the  U.S.  tobacco  industry,  they 
cannot  dismiss  the  fact  that  the  U.S.  tobacco  grower  still  produces  the  highest  quality 
tobacco  in  the  world,  the  tobacco  companies  desperately  needs  the  U.S.  tobacco  grower 
for  political  support,  and  that  world-wide  use  of  tobacco  continues  to  increase  to  record 
levels  every  year.  The  U.S.  tobacco  producer  Just  has  to  be  sure  that  he  or  she  is  in  a 
profitable  poaitton  to  take  advantage  of  this  inaeasing  world  market. 

(Attachments  follow:) 
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Domestic  Content  Legislation: 
Sensitivity  of  ths  USDA  Preilminairy  Regulatory  Impact  Analysis  To  Various  Assumptions 

Wmiam  M.  Snell 
Untversltyof  Kentucky 

The  USOA/ASCS  recentty  Issued  a  PrvUminaty  RaovJotory  Impact  Anaiysis  on  the  Domestic  Content  Legislation 
(DCU  thai  requires  U.3.  dgarene  manufacturers  to  um  at  iaast  75%  U.S.-produced  totiacco  in  the  manufacturing 
of  cigarettes  in  th«  US  during  a  calandar  ynr  to  avoid  penalUaa.  This  summary  identifies  selected  critical 
anumptkxis  of  the  USOA  PraHminaiy  Regiijiory  Impact  Analysis,  presents  the  net  results  of  the  anaiysis,  and 
•xamlnaa  the  tenaSMty  ol  the  analysis  tiased  on  dITef  ent  assumptions.  Specific  data  calctdatione  are  avaBable  from 
theauhor. 

Prefminary  USOA  Regulatory  impact  Analysis 

Seteetad  A»«unnrtten«  of  USDA  Prenmlrwrv  Requletofv  Impact  Anahwla 

Annu^  %  Decline  In  US.  Clgar««e  Export*  Under  OCU  20% 

Amual  %  Deoiine  in  U.S.  Cigarette  Production  Under  DCL  9% 

Af¥iucd  %  OecHne  In  U.S.  Ogarelta  Corwixnption  Under  DCU      Varies  from  4.1%  (1994)  To  6.8%  in  1999 

U.S.  Tobacco  imports  increaae  2%  Annualy  WRfxxjt  DO. 

U.S.  Cloaratu  Production  Remains  Constant  at  700  Billon  Without  DCL 

No  Change  In  U.S.  Unmanufactured  Tobacco  (Leaf)  Exports 
No  Excise  Tax  increase 

1994       1995       1996      1997      1998      1999 
Net  Change  In  Oome*t)c  Tobacco  Use  Based  on 
Assumpbons  in  USDA  Impact  Analysis  (mO  Dm)  *MB     ■^■^2a     -i-ZB       +35      ^0  -34 

Sensitivity  Analysis 

RtYtMti  AffwnuaiflQi 

Annual  %  Dedlne  In  U.S.  Cigarette  Exports  inder  DCU  10% 

Annual  %  Decline  in  US  Ogaratte  Consumption  under  DCL       3% 

1994      1995       1996      1997      1998       1999 
Net  Change  m  Domeetlc  Tobacco  Use  Based 
On  the  Above  RavlMd  Aasumptiona  (ma  lbs)  •t-230     +208     +189     +174    +161     +1S2 

Dlfteranc*  From  USOA  AnalyaJs  (mn  Q>a)  +42      +79      +111     +139     +164     +186 


Revised  Assumotlona 

Annual  %  Dedine  in  US  Ogarecte  Exports  under  DCL  10% 

Annual  %  DecUne  in  US.  dgarstte  Consumption  under  DCL  5% 

laSi  1295     1996     1S2Z     IS^     ISS^ 
Net  Change  in  Domeatio  Tobacco  Use  Based 

On  the  Above  Revised  Assumptions  (mil  Iba)  +214  +179     +148     +121     +98      +79 

Diflerence  From  USDA  Analysia  (mil  lbs)  +26  +60      +70      +8S      +ioi     +113 
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HavtMd  Amwunptloiw 

Arvuai  %  OAoUne  m  U.S.  Ooarette  Bipoits  miar  OCU  16% 

Annual  %  OeoOne  In  U.S.  Ogaratt*  ConauirpOon  inter  DCL  4% 

1894  1996      1996      1997      199B      1999 
Hat  Chang*  in  Oomastle  Tobaooo  Ua«  Baaed 

On  th«  Abova  R«viaad  Aaaumpllona  (ma  Iba)  -t-soa  'fiw    •t-132    ■f104    482      +6S 

DMaranca  Rom  USOA  Analyaia  (ml  Iba)  +18  +36      •t-64      •t-69      +89      +99 


n********  ftnuniBtfgni 

Annual  %  Oadlna  In  U.&  Osvetta  Exports  inter  (XX,-  20% 

Annual  %  Dacfina  In  U.S.  OgaraOs  Consumption  undar  OCL  4% 

1994  IsaS     12§S     l^Z     I^S     IS^ 
Nat  Chang*  in  Oomeatic  Totecco  Ua*  Baaad 

On  tiM  Abov«  Ravisad  Aasumptiona  (mllbs)              +190  +138    +99      +68      +45      +28 

OMIeratK*  nwn  USOA  Anatyata  (mfl  Iba)                     +2  +10      +21       +33      +48      +62 


R*v1aad  Aaaumpdona 

Annual  %  Oedlna  In  US.  CIgaraita  Exports  inter  OCL:  5% 

Annual  %  DacOn*  In  U.S.  Ogaratia  ConaunvUon  under  OCL:  4% 

issi  1SS&   1SS6  isaz   jsfi  1^ 

Na4  Ctianga  m  Oomaaiio  Tebaeoo  Uae  Baaed 

On  the  AbOM  Ravtead  Aaaunpliorta  (mil  Rm)  +238  +223     +209     +198     +188     +179 

Offlaranoa  From  USOA  Analyaia  (mfl  Im)  +60  +84      +131     +163     +191     +213 


Conclusions 

The  kiOmata  Impact  of  the  OCL  on  the  U.S.  tobacco  Industry  Is  very  much  uncertain  at  this  time.  Both  leaf 
Imports  and  u*uaieil*  vqxxts  wl  Ikafy  dadin*  under  this  legWation.  However,  the  magnitudes  of  these  decflnes 
are  very  dWctA  to  aatlmala.  The  ot)|ecih/e  of  this  sunmary  was  to  show  the  sensRMty  of  domestic  tobacco  use 
baaed  on  yarykig  aaaumpdona.  This  anatysia  arxl  ttw  USOA  analysis,  both  Indicate  that  the  US.  tobacco  Industry 
can  llcsly  SKpect  aoma  Hgnllcanc  poaBra  short-term  benefits  brought  about  by  this  legislatioa  However,  these 
banaflts  wB  Ukafy  be  rsducad  over  time. 

Botf)  thia  anatysia,  and  the  USOA  analysis,  do  not  take  Into  account  the  effect  of  the  DCL  on  U.S. 
unmanufacturad  tobacco  (leaf)  ascporta.  Restricting  the  volume  of  foreign  tobacco  entering  the  US-  market  will 
Incraaaa  the  axcaaa  auppfy  of  tDopon  leaf  on  ttie  irttematkyol  market  and  thus  further  depress  international  tobacco 
pdcaa.  Declining  Inamatlonal  tohaoco  prioes  wfl  llcaly  lead  to  an  addlUonaJ  reduction  In  U.S.  leaf  SKports  under 
tMa  l«glaiaUoiv  Thua,  the  mid-  to  kxv^vm  net  effect  of  this  leglslatksn  In  expanding  U.S.  tobacco  use  hinges 
flreaity  on  th*  abllty  of  the  U.S  tobacco  Industry  to  Improve  Its  price  competitiveness  In  the  wortd  market  In  order 
to  minlmiza  fuura  laal  and  dgarana  eKport  leases. 
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Statamtnt  by 

Mr.  J.T.  Bunn 

Executive  Vice  President 

Leaf  Tobacco  Exporters  Association 

to  the 

House  Agriculture  Subcommittee  on  Specialty  Crops  and  Natural  Resources 

Field  Hearing  -  Lumberton,  NC  -  February  21, 1994 


Thank  you  for  inviting  the  Leaf  Tobacco  Exporters  Association  to  be  here  today.  We  are  greatly 
concerned  that  our  industry  is  currently  under  penistent  attack  by  its  adversaries  and  by  the  gov- 
ernment. This  siege  has  been  so  disruptive  to  our  industry  that  it  is  difficult  to  focus  on  the 
multitude  of  issues  and  respond  to  their  impact  on  our  industry.  This  morning,  we  offer  our 
comments  on  the  effects  of  recent  trade  agreements  and  the  domestic  content  law  on  U.S.  to- 
bacco trade,  as  outlined  in  your  invitation,  and  on  the  President's  excise  tax  proposal  to  finance 
health  care. 

This  Association  is  adamantly  opposed  to  the  announced  75-cent-per-pack  increase  in  cigar- 
ette excise  taxes  to  finance  a  national  health  care  plan  because  it  would  result  in  thousands  of  lost 
jobs  and  ruin  local  and  regional  economies  in  a  single  section  of  the  country. 

Let's  turn  now  to  a  review  of  NAFTA  and  GATT  trade  agreements.  This  Association  has 
panicipated  in  the  reviews  of  the  NAFTA  and  GATT  through  the  USDA/USTR  Agricultural 
Technical  Advisory  Committee  for  Tobacco,  which  has  issued  reports  to  Congress  on  each 
agreement.  For  the  record,  a  complete  copy  of  each  report  is  attached  to  my  written  statement.  I 
will  summarize  key  points  and  impacts  on  tobacco  trade  opportunities. 

REVIEW  OF  NAFTA  AND  ITS  IMPACT  ON  US  TOBACCO 

Prior  to  the  implementation  of  NAFTA,  Mexico  required  import  licenses  for  tobacco  (although, 
in  practice,  impon  licenses  were  very  rarely  issued)  and  applied  a  15%  to  20%  tariff,  depending 
on  the  product.  Under  NAFTA.  Mexico  eliminates  the  licensing  requirement  for  tobacco  and 
applies  a  50%  tariff  to  be  phased  out  over  a  ten-year  transition  period.  The  first  stage  of  phase- 
out  took  effect  January  1,  this  year,  reducing  the  applied  tariff  rate  to  45%  ad  valorem. 


LEAFTOBACCO  EXPORTERS  ASSOCIATION  0716  NATIONAL  DRIVE,  SUrTE  114.  RALEIC.H.  NC  27612 
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Prior  to  implementation  of  NAFTA,  U.S.  tariff  levels  for  tobacco  varied  widely,  depending 
on  the  product.  Moreover,  the  duty  drawback  program  refunded  most  tariffs  paid  on  tobacco  im- 
ports when  the  processed  product  was  exponed.  Under  NAFTA,  all  U.S.  tariffs  on  tobacco 
products  are  either  removed  immediately  or  phased  out  over  ten  years.  The  duty  drawback  ter- 
minates January  1,  2001.  For  those  items  on  which  Mexico  had  received  GSP  duty-free  rate,  the 
tariff  will  be  locked  in  at  the  duty-free  rate  under  NAFTA. 

I  want  to  note  that  we  have  subsequently  petitioned  USTR  to  negotiate  an  acceleration  of 
the  tariff  phase-out  period  to  five  years  instead  of  the  ten  years  currently  provided  in  the  agree- 
ment. We  believe  that  the  substantially  higher  ad  valorem  tariff  on  tobacco  entering  Mexico 
from  this  country  will  price  U.S.  leaf  tobacco  and  tobacco  products  well  above  the  affordability 
level  of  the  Mexican  market.  Accelerating  the  phase-out  to  five  years  will  provide  the  U.S.  to- 
bacco industry  reasonable  access  to  the  Mexican  market  at  a  much  earlier  time.  And  it  will  har- 
monize U.S. -Mexican  schedules  with  those  already  in  effect  under  the  Canada  Free  Trade 
Agreement. 

The  long-term  benefit  of  NAFTA  for  U.S.  tobacco  producers  is  clear.  The  United  States 
historically  has  exported  very  little  tobacco  to  Mexico  because  of  restrictive  import  tariffs  and  li- 
censes. NAFTA  should  increase  U.S.  exports  by  removing  these  restrictive  barriers.  According 
to  the  USDA's  Office  of  Economics,  exports  of  U.S.  leaf  and  tobacco  products  to  Mexico  are 
likely  to  exceed  $100  million  by  the  end  of  the  transition  period  -  ten  times  the  level  of  exports 
that  would  be  expected  in  the  absence  of  NAFTA. 

REVIEW  OF  GATT  AND  ITS  IMPACT  ON  US  TOBACCO 

The  Uruguay  Round  GATT  agreement  gains  market  access  for  U.S.  tobacco  by  reducing  tariff 
barriers,  converting  non-tariff  barriers  to  tariff  equivalents,  and  subsequently  reducing  all  tariffs. 
Even  though  these  goals  were  met,  market  access  gains  for  tobacco  were  only  modest.  While  the 
net  results  arc  not  likely  to  expand  U.S.  tobacco  exports  significantly,  they  will  help  U.S.  tobacco 
maintain  its  current  competitive  position  in  the  world  market.  Some  of  the  tariff  reductions  will 
merely  offset  price  increases  in  U.S.  leaf  during  the  phase-in  period. 

In  the  implementing  legislation,  we  urge  Congress  specifically  to  authorize  the  negotiation 
of  accelerated  reduction  of  tariff  rates  as  agreed  to  in  the  Uruguay  Round. 

The  U.S.  tobacco  commitments  in  the  Uruguay  Round  GATT  agreements  reflect  Tobacco 
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ATAC's  recommendations  for  minimum  offers  on  several  significant  Harmonized  Tariff  Sched- 
ule line-items.  These  include  15%  reductions  on  major  leaf  impon  categories.  Because  we  were 
offering  minimal  access  to  the  U.S.  market,  our  negotiators  were  limited  in  their  negotiating 
leverage  to  gain  concessions  from  major  trading  partners.  In  addition,  the  U.S.  negotiators  report 
they  encountered  resistance  in  negotiating  market  access  from  numerous  trading  partners  and 
competing  suppliers  due  to  the  recent  enactment  of  U.S.  legislation  that  limits  foreign  tobacco 
content  in  U.S. -manufactured  cigarettes.  Several  GATT  members  cited  this  blending  require- 
ment as  a  violation  of  GATT  and  took  the  opportunity  to  resist  our  market  access  requests.  The 
U.S.  negotiators  report  they  were  not  successful  in  overcoming  the  perceptions  of  this  law's 
implications. 

We  are  aware  that  this  domestic  content  law  also  has  resulted  in  GATT  administrative  ac- 
tion, which,  thus  far,  amounts  to  setting  up  a  panel  to  examine  the  complaint  of  several  tobacco 
exponing  countries  that  the  domestic  content  law  is  unfair  and  is  illegal  under  GATT.  After  the 
panel  is  formally  constituted,  it  will  have  90  days  to  hand  down  a  report,  which  must  then  be 
adopted  by  the  ruling  GATT  Council.  The  seven  countries  who  requested  GATT  arbitration  are: 
Brazil,  Canada,  Chile,  Colombia,  El  Salvador,  Guatemala,  Thailand  and  Zimbabwe.  New 
Zealand,  the  12-member  European  Union,  and  Indonesia,  speaking  on  behalf  of  the  Association 
of  South  East  Asian  Nations,  all  supj>orted  the  request  for  the  panel. 

Until  GATT  makes  a  ruling,  it  would  be  premature  for  us  to  comment  further  on  the  com- 
plaint as  filed,  other  than  to  note  that  most  of  the  complaining  countries  are  not  importers  of  U.S. 
tobacco,  although  most  have  been  exporters  to  the  U.S.  One,  Thailand,  has  been  a  long-time  de- 
pendable customer  of  U.S.  tobacco  -  to  the  extent  that  the  only  flue-cured  tobacco  imponed  by 
the  Thai  Tobacco  Monopoly  is  from  the  U.S. 

IMPACT  OF  THE  DOMESTIC  CONTENT  LAW  ON  US  EXPORTS 

Now  let's  look  specifically  at  the  domestic  content  law  and  examine  its  impact  on  sales  of  U.S. 
tobacco.  We  can  understand  and  sympathize  with  the  frustration  felt  by  U.S.  tobacco  growers  at 
the  dramatic  increase  in  imports  of  foreign  tobacco  that  has  occurred  in  the  last  two  years.  How- 
ever unfortunate,  it  is  a  fact  that  rising  imports  are  only  a  symptom  of  the  problem;  they  are  not 
the  problem  itself.  Dramatic  growth  in  consumption  of  low-priced  generic  cigarettes,  not  only  in 
the  United  States  but  also  elsewhere  in  the  world,  has  created  strong  pressures  on  manufacturers 
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to  use  lower  cost  inputs  -  including  lower  cost  tobacco.  U.S.  tobacco  remains  the  highest  priced 
cigarette  leaf  in  the  world  and  is,  therefore,  at  a  significant  disadvantage  when  it  comes  to  satis- 
fying this  new  market  demand. 

Although  imposing  import  restrictions  in  the  form  of  a  domestic  content  requirement  will 
effectively  reduce  the  use  of  foreign  leaf  in  cigarettes  sold  in  the  domestic  market,  there  will  be  a 
price  to  pay  on  the  other  side  of  the  trade  equation.  And  this  real  cost  is  likely  to  be  substantial 
in  terms  of  lost  leaf  exports  and  through  the  transfer  of  export  cigarette  manufacture  offshore, 
where  less  U.S.  tobacco  is  likely  to  be  used.  While  import  restrictions  may  result  in  greater  sta- 
bility for,  or  even  an  increase  in,  U.S.  quotas  for  flue-cured  and  burley  tobacco  in  the  near-to- 
mid-tcrm,  these  restrictions  actually  set  in  motion  what  may  be  irreversible  losses  on  the  export 
side  -  losses  that  we  expect  will  result  in  the  long-term  decline  of  U.S.  production.  In  passing 
this  law,  the  United  States  has  said  to  the  rest  of  the  world  that  U.S.  growers  are  not  willing  to 
compete  in  the  international  market  but  are  instead  prepared  to  link  their  future  to  a  declining 
U.S.  domestic  market  that  will  shrink  even  more  if  the  federal  excise  tax  is  increased  as  pro- 
posed. 

We  believe  three  factors  will  lead  to  a  decline  in  leaf  exports: 

1.  The  impon  restrictions  imposed  by  this  legislation  are  clearly  GATT-illegal  and  can  re- 
sult in  retaliation  by  a  number  of  our  trading  partners  who  are  also  major  markets  for  U.S.  leaf. 
This  retaliation  may  take  the  fomi  of  trade  restrictions  against  U.S.  leaf  exports  or  the  imposition 
of  comparable  domestic  content  requirements  that  will  have  the  effect  of  reducing  the  percentage 
of  U.S.  leaf  in  cigarettes  manufactured  in  those  markets.  Retaliation  also  could  occur  against 
other  U.S.  products. 

2.  A  number  of  our  export  customers  have  stated  explicitly  that  if  these  import  restrictions 
are  adopted,  they  will  reduce  their  purchases  of  U.S.  leaf,  A  case  in  point  is  Tekel  in  Turkey, 
which  has  written  letters  to  all  of  its  U.S.  suppliers  indicating  it  intends  to  reduce  its  purchases  of 
U.S.  leaf  in  retaliation  for  including  Oriental  tobacco  in  the  U.S.  import  restrictions.  In  recent 
years,  Tekel  has  purchased  more  than  50  million  pounds  of  U.S.  flue-cured  and  burley  tobacco 
each  year.  In  1993,  Tekel's  purchases  from  the  U.S.  were  down  40%  compared  to  1992. 

3.  The  tobacco  which  is  diverted  by  import  restrictions  from  the  U.S.  market  -  from  places 
like  Brazil,  Zimbabwe  and  Malawi  -  will  likely  be  sold  at  depressed  prices  in  the  world  export 
market  to  the  further  detriment  of  U.S.  leaf. 
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We  believe  cigarette  exports  also  will  suffer.  By  including  cigarettes  manufactured  for  ex- 
port, this  law  obstructs  the  efforts  of  some  U.S.  cigarette  manufacturers  to  compete  in  the  grow- 
ing world  cigarette  market  with  foreign  manufacturers  who  do  not  face  similar  restrictions.  If 
some  production  of  export  cigarettes  is  moved  to  offshore  facilities  in  order  to  compete  in  foreign 
markets,  it  is  unlikely  that  the  same  content  of  U.S.  leaf  will  be  used  as  when  these  cigarettes  are 
manufactured  in  the  United  States.  And,  any  movement  of  export  cigarettes  offshore  means  the 
loss  of  U.S.  jobs  and  lower  tax  revenues.  In  fact,  we  concur  with  USDA  economic  analysis  that 
indicates  this  new  law  could  drive  1 1,000  U.S.  manufacturing  jobs  overseas. 

We  firmly  believe  that  any  effort  to  deal  with  the  changing  world  tobacco  market  through 
U.S.  import  restrictions  will  ultimately  result  in  serious  long-term  damage  to  the  domestic  to- 
bacco industry  and  our  ability  to  export  U.S.  leaf.  It  also  counters  our  efforts  in  the  GATT  and 
NAFTA  agreements  to  expand  export  opportunities  and  market  access  for  U.S.  leaf. 

To  summarize,  we  point  to  the  USDA's  economic  impact  statement  on  the  significance  of 
the  tobacco  import  provision  of  the  Omnibus  Budget  Reconciliation  Act  of  1993. 

•  Implementation  of  the  law  will  increase  domestic  tobacco  usage  in  U.S. -manufactured  cig- 
arettes. 

•  The  cost  of  cigarettes  that  have  previously  contained  more  than  25%  imported  tobacco  will 
increase,  and  this  increase  will  reduce  the  competitiveness  and  demand  for  these  cigarettes. 

•  The  export  volume  of  U.S.  cigarettes  will  decline  because  U.S.  manufacturers  will  be  unable 
to  supply  cost  competitive  products  from  this  country  to  some  price-sensitive  international 
markets. 

•  The  law  will  result  in  U.S.  cigarette  manufacturers  losing  some  of  their  international  market 
share. 

We  can  control  the  sources  of  tobacco  used  in  domestic  manufacturing  as  the  domestic  con- 
tent law  provides.  However,  we  still  have  to  compete  in  the  world  market,  and  our  exports  will 
surely  suffer  if  our  manufacturers  are  placed  at  a  disadvantage  as  compared  with  foreign  manu- 
facturers- or  if  the  price  of  U.S.  leaf  exceeds  the  premium  our  customers  are  prepared  to  pay. 
We  can't  have  it  both  ways  -  either  we  compete  in  the  world  market  or  we  settle  for  what's  left 
of  the  declining  domestic  market. 
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IMPACTS  ON  US  COMPETITIVENESS 

The  greatest  impact  of  all  this,  by  far,  is  on  U.S.  tobacco's  competitive  position  in  the  market- 
place and  the  effect  that  will  have  on  how  the  Tobacco  Program  operates.  The  program  may 
have  to  be  adjusted  to  make  U.S.  tobacco  more  price-competitive,  both  at  home  and  abroad.  In- 
deed, even  without  protectionist  barriers  to  impons,  U.S.  tobacco  is  faced  with  the  need  either  to 
become  more  competitive  at  home  or  to  lose  market  share.  In  the  falL/wintcr  of  1992,  several 
meetings  were  held  to  discuss  ways  of  making  U.S.  tobacco  more  competitive.  Instead,  the  non- 
tariff  trade  barrier  route  was  taken.  While  the  problem  of  rising  impons  has  been  resolved  tem- 
porarily, we  have  done  nothing  to  preserve  or  improve  our  ability  to  compete  in  the  world  mar- 
ket. 

It  is  self-evident  that  value-added  products  receive  a  higher  price  in  the  marketplace  than 
raw  materials.  But  for  tobacco,  that  difference  between  the  price  a  farmer  receives  and  the  price 
an  expon  customer  pays  for  U.S.  tobacco  is  becoming  wider  than  the  market  will  bear  because  so 
much  of  the  added  price  docs  not  reflect  any  added  value.  One  example:  the  cost  of  proposed 
export  reporting  requirements  will  add  even  more  cost  to  our  product  without  adding  value.  To 
put  it  bluntly,  no  one  needs  the  data.  Why,  then,  must  our  customers  incur  the  cost  of  reporting 
it? 

Wc  recognize  the  need  for  accurate  and  reliable  data  regarding  the  quantity  of  U.S. -grown 
tobacco  that  enters  the  export  market;  however,  we  must  point  out  that  these  data  are  already 
available.  Therefore,  we  oppose  the  proposed  export  reporting  requirements  for  three  main  rea- 
sons: [1]  the  proposed  reports  will  duplicate  some  data  already  being  collected  by  the  Bureau  of 
Census;  [2]  the  proposed  disclosure  of  customer  proprietary  information  on  grade  blends  would 
discourage  some  foreign  customers  from  purchasing  U.S.  leaf;  and  [3]  the  reporting  will  be  ex- 
tremely burdensome  and  costly. 

Leaf  exporters  have  major  concerns  about  disclosing  specific  customers'  proprietary  infor- 
mation through  the  extensive  detail  required  in  the  reporting  of  types,  grades  and  quantities  of 
tobacco  purchased.  Furthermore,  exporters  do  not  use  or  keep  records  based  on  USDA  grades. 
These  USDA  grades  are  used  only  to  determine  the  support  price  of  the  sale  lot  and  have  abso- 
lutely no  use  to  the  purchaser,  the  processor  or  the  manufacturer.  In  fact,  once  the  tobacco  is 
bought,  the  buyer  places  his  own  company  grade  on  it  and  the  USDA  grade  no  longer  has  any 
significance.   Then,  as  the  tobacco  passes  through  processing,  it  is  prepared  according  to  exact 
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customer  specifications  -  and  the  customer's  grade  is  placed  on  it.  The  act  of  tracking  the  USDA 
grade  on  individual  lots  of  tobacco  would  be  a  monumental,  nearly  impossible  task  of  paper  trails 
and  voluminous  new  record  keeping  that  would  be  extremely  expensive  and,  in  the  end,  would 
not  correlate  to  anything. 

For  similar  reasons,  the  proposed  requirements  regarding  crop  year  reponing  would  be  cum- 
bersome, costly  and  meaningless.  USDA  requires  that  tobacco  carried  from  one  year  to  the  next 
will  assume  the  identify  of  the  new  year.  However,  our  customers  have  various  systems  in  which 
they  use  crop  years  to  indicate  either  the  year  of  purchase  or  the  year  of  shipment.  In  the  various 
financial  documents,  such  as  letters  of  credit,  which  our  customers  use  to  buy  our  tobacco,  they 
specify  the  crop  year  according  to  their  own  system.  If  our  shipping  documents  differ  from  their 
purchasing  documents,  serious  problems  could  result  regarding  payment. 

For  these  reasons,  we  remain  smsngly  opposed  to  these  burdensome  requirements. 

USOA'S  TOBACCO  RESEARCH  STATION  AT  OXFORD 

Before  I  close  today,  I  want  to  state,  for  the  record,  our  concerns  about  the  plan  to  close  the 
Oxford  Tobacco  Research  Station.  Closing  this  research  facility  will  have  far-reaching  effects  on 
our  ability  to  conduct  research  on  a  national  scale.  One  specific  project.will  serve  as  an  excellent 
example  of  the  importance  of  this  research  facility:  For  the  past  few  years,  we  have  worked 
closely  with  Oxford  Station  scientists  lo  resolve  the  blue-mold-related  phytosanitary  restriction 
trade  barrier  imposed  by  China.  We  are  making  substantial  progress  in  this  effort,  and  the  work 
of  Dr.  Harvey  Spurr  may  eventually  open  the  vast  Chinese  market  for  U.S.  leaf  expons.  To  shut 
down  the  Oxford  Station  now  would  mean  we  will  have  to  start  over  -  to  find  assistance  else- 
where and  delay  our  opportunity  for  access  to  this  very  important  and  very  large  market  for  U.S. 
tobacco.  Research  conducted  by  the  Oxford  Research  Station  carries  enormous  credibility 
throughout  the  world,  not  only  because  the  work  itself  is  valuable,  but  also  because  it  is  known  to 
be  unbiased  and  because  it  bears  the  USDA  stamp  of  approval. 

Thank  you  again  for  inviting  us  to  be  here  today.  We  appreciate  this  opportunity  to  convey 
our  views. 

(Attachments  follow:) 
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Tablo  36--VWoleiale  ogafene  pricB  revtsloni.  1980-93  1/ 


Net 

price  per  1,000  excluding 

Apptoximaie  dale 

Nel  price  per  1.000 

Federal  excise  lax  2/ 

ol  chtrge  31 

King 

Filler 

too 

King 

Filter 

too 

Standard 

size 

tips 

millimeter 

Standard 

size 

tips 

millimeter 

Dollars 

Jarut.ry  1980 

17.05 

17.05 

17.05 

17.55 

13.05 

13.05 

13.05 

13.55 

May  1980 

17.65 

17.65 

17.65 

18.15 

13.65 

13.65 

13.65 

1415 

Novemeer  1980 

18.50 

18.50 

18.50 

19.00 

14.50 

14.50 

14.50 

15,00 

April  1981 

19.35 

19.35 

19.35 

19.65 

15.35 

15.35 

15,35 

15,85 

Sapiember  1981 

20.20 

20.20 

20.20 

20.70 

16.20 

16.20 

16,20 

16.70 

February  1982 

21.20 

21.20 

21.20 

21.70 

17.20 

17.20 

17.20 

17.70 

Aug.-Sspl.  1982  iJ 

22.70 

23.70 

22.70 

23.70 

18.70 

19.70 

18.70 

19.70 

Ociober  1982  4/ 

24,20 

25.20 

24.20 

25.20 

20.20 

21.20 

20.20 

21,20 

Novemeer  1982  4/ 

25.20 

26.20 

25.20 

26.20 

21.20 

22.20 

21.20 

22,20 

January  1983  5/ 

26.90 

27.90 

26.90 

27.90 

18.90 

19,90 

18.90 

19.90 

June  1983 

28.40 

29.40 

28.40 

29.40 

20.40 

21.40 

20,40 

21.40 

December  1983 

29.15 

30.15 

29.15 

30.15 

21.15 

22.15 

21,15 

22.15 

June  1984 

30.15 

31.15 

30.15 

31.15 

22.15 

23.15 

22.15 

23.15 

December  1984 

31.15 

32.40 

31.15 

32.40 

23.15 

24.40 

23.15 

24,40 

June  1985 

32.15 

33.40 

32.15 

33.40 

24.15 

25.40 

24.15 

25,40 

December  1985 

33.15 

34.65 

33.15 

34.65 

25.15 

26.65 

25.15 

26,65 

June  1986 

34.40 

35.90 

34.40 

35,90 

26.40 

27.90 

26.40 

27.90 

December  1986 

35.65 

37.15 

35.65 

37,15 

27,65 

29.15 

27,65 

29.15 

June  1987  &' 

37.15 

38.65 

37.15 

38,65 

29.15 

30.65 

29.15 

30.65 

December  1987 

39.15 

40.65 

39.15 

4065 

31,15 

32.65 

31.15 

32.65 

June  1988 

41.15 

42.65 

41.15 

42.65 

33.15 

34,65 

33.15 

34.65 

December  1988 

43.65 

45.15 

43.65 

45.15 

35.65 

37.15 

35.65 

37.15 

June  1989 

46.15 

47.65 

46.15 

47.65 

38.15 

39,65 

38.15 

39.65 

December  1989 

48.66 

50.15 

48.65 

50.15 

40.65 

42.15 

40.65 

42.15 

June  1990 

51.15 

52.65 

51.15 

52.65 

43.15 

44.65 

43.15 

44.65 

December  1990 

53.65 

55.15 

53.65 

55.15 

45.65 

47.15 

45.65 

47.15 

Jan.-Feb.  1991  7/ 

55.75 

57.25 

55.75 

57.25 

45.75 

47.25 

45.75 

47.25 

Marcfi  1991 

56.50 

58.00 

56.50 

58.00 

46.50 

48.00 

46.50 

48.00 

June  1991 

58.25 

59.75 

58.25 

59.75 

48.25 

49.75 

48.25 

49.75 

Ncvembef  1991 

61.00 

62.50 

61.00 

62.50 

51.00 

52.50 

51.00 

52.50 

April  1992 

63.75 

65.25 

63.75 

65.25 

53.75 

55.25 

53.75 

55.25 

July  1992 

66.25 

67.75 

66.25 

67.75 

56.25 

57.75 

56.25 

57.75 

November  1992 

69.00 

70.50 

69.00 

70.50 

59.00 

60.50 

59.00 

60.50 

January  1993  BJ 

71.10 

72.60 

71.10 

72.60 

59.10 

60.60 

59.10 

60,60 

Marcn  1993 

72.10 

73.60 

72.10 

73.60 

60.10 

61.60 

60.10 

61,60 

August  1993 

53.95 

53.95 

53.95 

53.95 

41.95 

41.95 

41.95 

41.95 

November  1993 

55.95 

55.95 

55.95 

55.95 

43.95 

43.95 

43.95 

43.95 

V  lr>cJuOe«  Wading  branoi.  A  3-peroeni  discount  a  mad«  lorpaymem  w>iNn  10  day«  or  2  p«rceoi  wiihtn  U  dayi.  2/  EJIeaivs  Janua^  1.  19&3.  the  FederaJ 
•lOM  lax  douCvd  to  $6  00p«r  1  000  oga/eites.  3/ For  1940-74  sm  TS-lSI.  Marc^  1975,  lor  1974-76.  S««T5-177,  S«piemDer  1981:  lor  1079-70. 
se«  T5-196  S«piemoer  1086    4/  Manufaaurars  inaeasad  pncas  by  e  adlerent  amounr    The  change  snown  representt  a  maror  menulacurer^  pnces  which 
w«ra  t>eiwe«n  th«  higheai  and  iowesi    S/  The  January  pnce  increase  prougni  major  manuiaaurers  pnces  m  ime.  6/  Some  manuiaaurers  rajseo  pncas  py 
asmaiier  amouni    7/  EHecive  January  i.  199*.  ihe  Federal  excise  lax  uncreased  io  SlO  OOper  i.OOO  ogarenes    8/  Ellecive  January  i.  1993  ihe 
Feoeraj  eiose  lax  increased  lo  $12. 00  per  i.OOO  ciga/e(ies. 
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Leaf  Tobacco  Exporters  Association,  Inc. 


3716  NATIONAL  DRIVE,  SUITE  114 

RALEIGH,  NORTH  CAROLINA 2761 2 

TELEPHONE  (918)  782-6151 

r*x  NuMun   (919)761-0915 


MHU'H.fnO    AA0 

•en  ttrniCAM  L£*f 


March   3,    1994 


,  '    auNN 


cxMunvi  coMMirru 

,    -JUPT  N  9CCTT    .^ 

•«   i.St   .f> 

■*  «>£^~CS  G'EES     I 

•^e  "•"  -     WfOOCK 

•    -,«  ■■-  aiasCA.E 
JECBOt  ^    .V-  '5 


Mr.  Keith  Pitts,  Staff  Dlractor 
Subcoiicnltt««  on  Specialty  Crops 
and  Natural  Resources 
Cannon  House  Office  Building 
Washington,  D.  C.   20515 

Dear  Keith: 

Please  include  the  following  addendum  to  my 
TeDruary  21,  1994  field  hearing  statement  that  I  sub- 
mitted to  the  House  Agriculture  Subcommittee  for 
Specialty  Crops. 


Add: 


Additionally,  Leaf  Tobacco  Exporters  Association  is 
strongly  opposed  to  closing  the  Tobacco  Research 
Facility  at  Beltsville,  Maryland  and  Lexington,  Ken- 
tucky. The  Beltsville,  Lexington  and  Oxford 
facilities  are  providing  vital  research  services  that 
enable  O.S.  producers  to  supply  domestic  and  interna- 
tional customers  with  dependable  quantities  and  reli- 
able qualities  of  U.S.  produced  tobacco.  The  benefits 
of  research  occurring  at  these  facilities  have  posi- 
tioned the  C.S.  as  the  number  one  ran)cing  tobacco  ex- 
porting country  in  the  world. 


We  request  that  these  research  facilities 
available  to  our  industry. 

ThanJc  you. 


Sincerely, 


remain 


J.  T.  Bu 

Executive  Vice  President 
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Leaf  Tobacco  Exporters  Association,  Inc. 


Vow  THE  PURPOSE  Of 

protecting  and 

promoting   the  market 

for  american  leaf 

tobacco" 


3716  NATIONAL  DRIVE,  SUITE  1  14 

RALEIGH,  NORTH  CAROLINA  27612 

TELEPHONE  (919) 782-5151 

FAX  NUMBER  (919)781-0915 


August  31,  1992 


MEMORANntM 


TO: 


FROM: 


SUBJECT: 


Mr.  Ken  Howland,  Director 

Tobacco,  Cotton  and  Seeds  Division 

FAS,  USDA 


J.  T.  Bunn,  Chairman 
Tobacco  ATAC 


Tobacco  ATAC's  Report  on  the 

North  American  Free  Trade  Agreement  Proposal 


In  compliance  with  the  1988  Trade  and  Competitors  Act, 
attached  is  the  Tobacco  ATAC  s  Report  on  1;he  NAFTA 
proposal . 

Please  review  and  forward  the  report  to  Ms  .  Anne 
Dubose  Joslin,  Assistant  to  the  Administrator,  Foreign 
Agricultural  Service,  United  States  Department  of 
Agriculture. 

Thank  you. 
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The  tobacco  ATAC  committee  members'   opinions  on  the  proposed 
trade  agreement  are: 

1.  The  committee  members  agree  with  removal  of  the  Mexican  licens- 
ing required.  The  failure  of  the  Mexican  government  to  issue 
licenses  to  U.S.  tobacco  firms  has  denied  the  U.S.  tobacco  in- 
dustry access  to  the  Mexican  market.  The  licensing  requirement 
has  been  used  successfully  by  Mexico  as  a  non-tariff  trade  bar- 
rier to  their  market . 

2&3.  The  committee  members  agreed  that  substantially  increasing  the 
ad  valorem  tariff  on  tobacco  entering  Mexico  from  the  U.S.  will 
price  U.S.  tobacco  leaf  and  tobacco  products  well  above  the  af- 
fordability  level  of  the  Mexican  market.  The  fact  that  fifty 
percent  ad  valorem  will  be  phased  out  over  a  ten  year  period  of- 
fers very  limited  impunity  to  the  high  rate.  Mexico  will  likely 
use  the  ten  year  high  tariff  protection  period  to  solicit  and 
leverage  expansion  of  their  domestic  tobacco  industry  and  fur- 
ther expand  Mexico's  competition  with  the  U.S.  industry.  The 
committee  recommends  that  the  U.S.  Trade  Representative  petition 

Mexico  for  a  five year  phase out Of Llie ad  valorem tariff  on 

tobacco.  The  five  year  phase  out  will  offer  the  U.S.  tobacco 
industry  reasonable  access  to  the  Mexican  market  before  new 
domestic  sources  of  tobacco  leaf  and  products  are  firmly  estab- 
lished in  this  segment  of  the  North  American  market. 

4.  The  committee  members  differ  in  opinion  on  the  proposed  proce- 
dure for  calculating  the  allowable  non-NAFTA  content  of  tobacco 
products.  Some  members  felt  that  the  allowable  quantity  of 
non-NAFTA  content  should  be  calculated  based  on  the  quantity  of 
tobacco  in  the  product  instead  of  the  transaction  value.  Other 
members  felt  the  proposal  allowing  non-NAFTA  content  not  to 
exceed  nine  percent  of  the  transaction  value  (including  packag- 
ing) is  only  marginally  adequate  but  acceptable.  The  committee 
agreed  that  the  value  of  cigar  wrappers  should  not  be  counted  in 
the  nine  percent  de  minimus. 

5.  The  committee  agreed  with  the  requirement  that  leaf  tobacco  must 
be  one  hundred  percent  North  American  in  order  to  qualify  for 
the  NAFTA  tariff  rate. 

6.  The  committee  agreed  with  provisions  to  terminate  drawback 
provisions  January  1,  2001 . 

7.  The  committee  agreed  with  the  provisions  to  allow  Mexico  to  con- 
tinue to  receive  GSP  (duty  free  rate)  on  the  items  from  the  HTS 
that  Mexico  currently  receives  GSP. 

8.  The  committee  agreed  that  NAFTA  parties  must  have  unrestricted 
equal  access  to  Mexico' s  market  if  import  licenses  are  granted 
to  non-NAFTA  suppliers.  The  access  for  NAFTA  parties  must  be  at 
the  same  or  less  than  the  tariff  rate  for  the  non-NAFTA  licensed 
suppliers.  Also,  the  U.S.  tobacco  industry  should  have  equal 
opportunity  for  access  to  Mexico'  s  market  as  may  occur  with 
other  countries  through  preferential  trade  agreements  such  as 
their  Latin  American  Free  Trade  Agreement. 
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Regarding  Intellectual  Property  Rights,  the  committee  recommends 
that  the  NAFTA  should  provide  that,  where  a  country  in  the  region 
prevents  the  use  of  a  trademark  in  that  country  because  of  a  policy 
of  excluding  the  trademarked  product  from  importation,  the  trademark 
first  registered  in  North  America  would  be  recognized  as  valid  and 
enforceable  in  that  country. 

This  report  reflects  recommendations  and  opinions  following  the 
tobacco  ATAC  committee's  analysis  of  NAFTA  information  and  of  inter- 
pretations of  NAFTA  information  provided  by  USDA-FAS,  International 
Trade  Policy,  and  the  Tobacco,  Cotton  and  Seeds  Division.  Addition- 
ally, members  of  the  committee  expressed  their  concerns  over  the  dis- 
regard of  the  Advisory  Committee's  recommendations  on  developing  the 
tobacco  segment  of  the  proposed  NAFTA.  Due  to  the  fact  the  committee 
was  not  informed  of  the  offers  or  acceptances  being  negotiated  on 
tobacco,  some  members  of  the  committee  feel  the  role  of  our  committee 
in  NAFTA  was  relegated  from  advisory  to  servile.  The  committee 
recommends  that  in  future  negotiations,  that  the  committee  be  con- 
sulted on  and  advised  of  offer  and  acceptance  positions  prior  to  con- 
firming the  negotiated  position. 

Attached  is  one  example  of  an  expressed  opinion  regarding  the 
treatment  of  the  tobacco  ATAC s  advice. 

Respectfully  submitted  by: 


4^  ■    3  /     /  ?  9,=^ 


Bunn,    Chairman  [/^  y 

■6bacco  ATAC 
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Tobacco  ATAC  Report  on  NAFTA 

The  tobacco  ATAC  Committee  issues  the  following  report  on  the 
NAFTA  to  the  President,  to  the  Congress,  and  to  the  U.S.  Trade  Repre- 
sentative in  compliance  with  the  1988  Trade  and  Competitive  Act. 

The  tobacco  ATAC  has  examined  and  reviewed  the  provided  document 
of  the  NAFTA  and  have  ascertained  with  the  help  of  USDA  officials, 
that  the  agreement  will  have  the  following  impact  on  the  U.S.  tobacco 
industry. 

1.  Mexico's  import  licensing  requirements  for  all  categories  of  un- 
manufactured tobacco  and  manufactured  tobacco  and  products  will 
be  removed  immediately  upon  the  implementation  of  the  NAFTA 
agreement . 

2 .  The  tariff  initially  applied  to  leaf  and  manufactured  products 
entering  Mexico  from  the  U.S.  will  be  Mexico's  GATT  bound  rate 
of  fifty  percent. 

3.  The  fifty  percent  ad  valorem  tariff  on  tobacco  entering  Mexico 
from  the  U.S.  and  the  specific  tariffs  on  tobacco  entering  the 
U.S.  from  Mexico  will  diminish  at  the  rate  of  ten  percent  per 
year.  Therefore,  by  the  tenth  year  of  this  agreement,  the 
tariff  on  tobacco  trade  in  North  America  will  be  zero. 

4 .  The  non-NAFTA  content  of  manufactured  tobacco  products  entering 
Mexico  and  Canada  from  the  U.S.  cannot  exceed  nine  percent  of 
the  transaction  value  (including  packaging)  in  order  to  be  con- 
sidered a  North  American  product  eligible  for  NAFTA  preferential 
trade  treatment.  For  cigars,  the  wrapper  may  originate  in  any 
country  and  the  value  of  the  wrapper  is  not  counted  in  the  nine 
percent  de  minimus . 

5.  Leaf  tobacco  must  be  one  hundred  percent  North  American  to  be 
eligible  for  the  tariff  rate  in  the  agreement. 

6.  Drawback  provisions  will  terminate  January  1,  2001. 

7.  For  those  items  for  which  Mexico  currently  receives  GSP,  the 
tariff  will  be  locked  in  at  the  current  duty-free  rate  im- 
mediately upon  the  implementation  of  the  free  trade  agreement. 
Specifically,  Mexico  presently  receives  GSP  for  HTS  categories 
2401.10.20,  2401.10.40,  2401.10.80,  2401.20.20,  2401.20.50, 
2402.10.80,  2402.20.10,  2402.20.90,  2403.91.20. 

8.  Mexico  will  assure  NAFTA  parties  equal  access  to  its  market  at 
the  currently  applied  tariff  rates,  if  import  licenses  were  to 
be  granted  to  non-NAFTA  suppliers,  enabling  their  products  to 
enter  Mexico  at  applied  tariff  rates. 
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Report  on  the  Uruguay  Round  of  G ATT  Negotiations 

PREPARED  BY  THE 

Agricultural  Technical  Advisory  Committee 

FOR  Tobacco 

for  submission  to 
The  President,  the  Secretary  of  Agriculture, 

THE  U.S.  Trade  Representative,  and  Congress 


January  10, 1994 
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Report  of  tml:  agricultural  Technical  advisory  committee 

FOR  Tobacco 

on  the  Uruguay  round  of  GATT  negotiations 

January  10, 1994 


Executive  Summary 

The  Uruguay  Round  GATT  agreement  gains  market  access  for  U.S.  tobacco  by  reducing 
tariff  barriers,  converting  non-tariff  barriers  to  tariff  equivalents,  and  subsequendy  reduc- 
ing all  tariffs.  Even  though  these  goals  were  met,  market  access  gains  for  tobacco  were 
only  modest  and  minimal.  While  the  net  results  are  not  likely  to  expand  U.S.  tobacco  ex- 
ports significantly,  they  will  help  U.S.  tobacco  maintain  its  current  competitive  position  in 
the  world  market. 

The  Agricultural  Technical  Advisory  Committee  for  Tobacco  supports  the  position 
statements  of  the  Agricultural  Policy  Advisory  Committee  on  the  basic  elements  and  pro- 
visions of  the  Uruguay  Round  GATT  agreements.  In  the  implementing  legislation,  the 
Tobacco  ATAC  urges  Congress  to  specifically  authorize  the  negotiation  of  accelerated  re- 
duction of  tariff  rates  that  were  agreed  to  in  the  Uruguay  Round.  The  committee  reserves 
comment  on  those  country  commitments  not  available  at  the  time  this  report  is  submitted. 

Introduction 

The  Agricultural  Technical  Advisory  Committee  for  Tobacco  (Tobacco  ATAC)  endorses 
the  positive  direction  established  by  the  Uruguay  Round  agreements  to  benefit  U.S.  trade. 
Due  to  continuing  bilateral  negotiations,  all  country  commitments  are  not  currently  avail- 
able; therefore,  this  committee  offers  general  comments  on  the  trade  agreement  and  spe- 
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cific  comments  on  the  commitments  of  the  European  Community,  Japan,  the  Philippines, 
Hong  Kong,  and  New  Zealand.  This  report  comments  generally  on  the  agriculture  sec- 
tions of  the  agreement  and  focuses  specifically  on  market  access  achievements  for  to- 
bacco. 

In  1992,  U.S.  exports  of  unmanufactured  tobacco  were  valued  at  more  than  $1.5  bil- 
lion. Nearly  40%  of  U.S.  tobacco  production  is  exported. 

ADVISORY  Committee  Negotiating  Recommendations 

At  the  request  of  the  Secretary  of  Agriculture  and  the  U.S.  Trade  Representative,  the  To- 
bacco ATAC  subrrutted  recommendations  of  Harmonized  Tariff  Schedule  line-item  re- 
ductions for  tobacco  impons  to  the  U.S  for  use  in  the  Uruguay  Round  of  GATT  negotia- 
tions. The  schedule  of  U.S.  tariff  reductions  recommended  by  the  Tobacco  ATAC  com- 
plied with  the  GATT  negotiation  terms  requiring  157c  minimum  reductions  and  a  total  av- 
erage reduction  of  36%  in  tariff  schedules. 

Key  U.S.  Commitments 

•  Market  Access:  The  United  States  agreed  to  eliminate  its  tariffs  on  cigar  wrapper  and 
reduce  by  55%  its  tariffs  on  cigar  filler  and  binder  tobacco,  cigars,  most  cigarettes,  and 
homogenized  tobacco.  Tariffs  on  tobacco  stems  and  refuse  will  be  reduced  by  20%,  and 
tariffs  on  other  unmanufactured  tobacco  and  on  smoking  tobacco  will  be  reduced  by  15%. 
Comment:  While  the  U.S.  has  offered  to  eliminate  its  cigar  wrapper  tariffs  and  reduce 
its  cigar  binder  and  filler  rates  by  55%,  it  will  do  so  over  a  six-year  period.  Because  very 
little  cigar  tobacco  is  grown  in  the  U.S.  and  domestic  cigar  manufacturers  are  heavily  de- 
pendent on  imported  tobaccos,  the  committee  urges  the  U.S.  to  make  the.se  eliminations 
and  reductions  effective  upon  ratification  of  the  agreement. 
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Market  access  Commitments  of  Trading  Partners 

•  European  Community:  The  Fiuropean  Community  agreed  to  reduce  its  tariffs  by  50% 
for  cigars,  by  36%  for  cigarettes  and  other  manufactured  tobacco,  and  by  20%  for  unman- 
ufactured tobacco. 

COMMENT:  For  cigarettes,  the  EC's  commitment  represents  a  significant  reduction  of 
the  tariff  to  57.6%  (from  90%);  however,  it  is  unlikely  that  U.S.  cigarette  exports  to  the 
EC  will  increase  substantially  as  the  57.6%  ad  valorem  still  does  not  make  U.S.  cigarettes 
competitive  with  EC  domestic  product.  Nevertheless,  the  commitment  represents  a  step  in 
the  right  direction  toward  increased  market  access. 

For  cigars,  the  EC  duty  on  U.S. -origin  product  will  be  reduced  50%  over  six  years 
from  its  current  base  rate  of  duty  (52%  ad  valorem)  to  a  new  rate  of  26%  while  the  U.S. 
duty  rate  will  be  reduced  55%  -  to  an  effective  ad  valorem  rate  still  below  10%.  A  large 
discrepancy  remains  between  the  respective  tariffs. 

The  EC  cuirently  taxes  U.S. -origin  smoking  tobacco  (pipe  and  roll-your-own  tobac- 
cos) at  the  punitive  rate  of  1 17%  ad  valorem.  The  EC  has  agreed  to  lower  its  rates  over 
six  years,  but  only  by  35%  to  a  new  and  still  prohibitive  rate  of  74.9%.  The  U.S.  has 
committed  to  making  the  minimum  15%  cut  in  its  already-low  smoking  tobacco  rate  of 
38.6  cents  per  kilogram. 

For  unmanufactured  tobacco,  the  20%  reduction  in  the  EC  tariff  to  an  18.4%  bound 
duty  rate  (from  23%)  provides  a  minimal  increase  in  market  access  to  the  EC;  however, 
with  the  six-year  phase-in  period,  these  annual  decreases  will  help  offset  inflationary  costs 
or  other  increasing  industry  costs.  Therefore,  the  tariff  reduction  will  help  level  the  price 
of  U.S.  leaf  tobacco  used  by  European  manufacturers.  The  EC's  tariff  reduction  is  com- 
patible with  commitments  made  by  the  U.S.  on  leaf  imports. 

•  Japan:  Japan  agreed  to  bind  the  duty  rate  at  zero  for  unmanufactured  tobacco  and  ho- 
mogenized tobacco.   The  bound  rate  of  duty  on  cigarettes  will  be  reduced  by  15%.  The 
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duty  on  cigars  will  be  reduced  to  16%  (from  20%),  a  reduction  of  20%.  Tariffs  on  pipe  to- 
bacco will  be  reduced  to  29.3%  (from  35%),  a  15%  reduction.  Tariffs  on  bulk  tobacco 
will  be  reduced  to  3.4%  (from  4%). 

COMMENT:  While  Japan's  commitment  to  bind  duty  free  entry  of  unmanufactured  to- 
bacco does  not  provide  additional  market  access,  it  does  provide  the  industry  with  assur- 
ance of  continued  trade  opportunities  with  Japan. 

•  Hong  Kong:  Hong  Kong  agreed  to  bind  its  tariffs  at  zero,  the  currently  applied  rate,  for 
tobacco  and  tobacco  products. 

COMMENT:  Hong  Kong's  commitment  to  bind  duty  free  entry  gives  the  U.S.  continued 
tariff-free  access  to  the  market. 

•  New  Zealand:  New  Zealand  agreed  to  reduce  its  tariff  for  cigarettes  to  8.5%,  a  cut 
from  the  bound  rate  of  24%  and  the  applied  rate  of  12.5%. 

COMMENT:  New  Zealand's  commitment  to  an  8.5%  tariff  on  cigarettes  will  contribute 
significantly  to  maintaining  price  stability  in  that  market. 

•  Philippines:  The  Philippines  agreed  to  reduce  the  tariff  on  Virginia  and  other  tobacco, 
cigars,  and  cigarettes  to  45%  (from  50%). 

COMMENT:  This  commitment  fulfills  the  10%  minimum  reduction  requirement  for  de- 
veloping countries  to  be  phased  in  over  a  ten-year  period. 

Specific  commitments  from  other  GATT  members  were  not  available  at  the  time  of 
this  report. 

TOBACCO  ATAC  POSITION  STATEMENT 

The  Tobacco  ATAC  supports  the  position  statements  of  the  Agricultural  Policy  Advisory 
Committee  (APAC)  on  the  following  basic  elements  and  provisions  of  the  Uruguay  Round 
GATT  agreements: 

•  Internal  Supports.  The  GATT  agreement  seeks  to  discipline  those  internal  support 
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mechanisms  that  have  created  distortions  in  trade  while  maintaining  tlie  ability  of  member 
countries  to  provide  support  to  their  agriculture  through  non-trade-distorting  policies. 

•  Export  Subsidies.  Achieving  disciplines  in  both  the  value  and  volume  of  export  sub- 
sidies is  a  major  accomplishment  of  the  Uruguay  Round. 

•  Market  Access.  The  Uruguay  Round  agreement  seeks  to  convert  all  non-tariff  barri- 
ers to  ordinary  tariffs  or  a  tariff  equivalent  and  then  to  reduce  all  converted  and  existing 
tariffs.  The  tariff  equivalent  would  basically  reflect  the  difference  between  the  world  price 
and  internal  price  established  by  the  non-tariff  barrier  in  the  base  period.  Aggregate  cur- 
rent tariffs  and  tariff  equivalents  would  be  reduced  by  36%  on  a  simple  average  basis  from 
the  base  period  rates  with  a  minimum  reduction  of  15%  for  each  tariff  line.  All  tariffs  and 
tariff  equivalents  would  be  bound.  Developing  countries  would  be  permitted  special  treat- 
ment for  a  ten-year  period  for  primary  agricultural  products  that  are  the  predominant  staple 
in  their  traditional  diet.  Special  safeguards  uould  be  provided  for  commodities  which 
have  undergone  tariffication.  Additional  duties  for  the  balance  of  any  year  may  be  im- 
posed when  trigger  levels  are  reached. 

•  Sanitary  and  Phytosanitary  Regulations.  The  GATT  agreement  includes  specific 
rules  and  disciplines  to  prevent  the  use  of  sanitary  and  phytosanitary  (S&P)  regulations  as 
disguised  tariff  barriers.  Each  government's  S&P  measures  must  be  based  on  scientific 
principles  and  sufficient  scientific  evidence.  The  agreement  generally  uses  international 
standards  as  a  basis,  but  permits  more  stringent  national  standards  based  on  scientific  evi- 
dence and  risk  assessment. 

•  Dispute  Settlement.  The  Uruguay  Round  agreement  includes  improved  dispute  set- 
tlement procedures  that  provide  specific  time  lines  for  the  resolution  of  disputes. 

•  World  Trade  Organization.  This  new  organization  holds  the  promise  of  making 
dispute  resolution  a  meaningful  process.  Individual  countries  joining  the  WTO  would 
have  to  accept  all  the  terms  of  the  Uruguay  Round,  including  the  various  codes  that  are  in 
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addition  to  existing  GATT  rules. 

•  Rules  of  Origin.  The  Uruguay  Round  Agreement  authorizes  the  Customs  Coopera- 
tion Council  to  develop  harmonized  rules  of  origin  for  non-preferential  tariff  application. 

•  Agriculture  Committee.  The  ultimate  success  of  this  agreement  for  U.S.  agriculture 
will  be  the  commitment  to  monitoring  and  enforcement  of  the  commitments  undertaken  in 
this  agreement. 

•  Special  and  Differential  Treatment. 

General  CONfMENX  and  assessment 

The  Uruguay  Round  GATT  agreement  gains  market  access  for  U.S.  tobacco  by  reducing 
tariff  barriers,  converting  non-tariff  barriers  to  tariff  equivalents,  and  subsequently  reduc- 
ing all  tariffs.  Even  though  these  goals  were  met,  market  access  gains  for  tobacco  were 
only  modest  and  minimal.  While  the  net  results  are  not  likeh'  to  expand  U.S.  tobacco  ex- 
ports significantly,  they  will  help  U.S.  tobacco  maintain  its  current  competitive  position  in 
the  world  market.  Some  gains  will  merely  offset  price  increases  during  the  phase-in  pe- 
riod. Tobacco  tariffs  are  considered  a  very  sensitive  issue  by  most  governments  partici- 
pating in  GATT,  especially  the  large-volume  customers  of  the  U.S.  and  other  major  sup- 
pliers. 

In  the  implementing  legislation,  the  Tobacco  ATAC  urges  Congress  to  specifically 
authorize  the  negotiation  of  accelerated  reduction  of  tariff  rates  that  were  agreed  to  in  the 
Uruguay  Round. 

The  U.S.  tobacco  commitments  reflect  Tobacco  ATAC  recommendations  that  pro- 
posed minimum  requirement  offers  on  several  significant  Harmonized  Tariff  Schedule 
line-items,  such  as  15%  reductions  on  major  leaf  export  categories.  Thus,  U.S.  negotiators 
were  limited  in  their  negotiating  leverage  to  gain  concessions  from  major  trading  partners. 
In  addition,  the  U.S.  negotiators  report  they  encountered  resistance  in  negotiating  market 
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access  from  numerous  trading  partners  and  competing  suppliers  due  to  the  recent  enact- 
ment of  U.S.  legislation  that  limits  foreign  tobacco  content  in  U.S. -manufactured  cigar- 
ettes. Several  GATI"  members  cited  this  blending  requirement  as  a  violation  of  GATT  and 
took  the  opportunity  to  resist  our  market  access  requests.  The  U.S.  negotiators  report  they 
were  not  successful  in  overcoming  the  perceptions  of  this  law's  implications.  Some  To- 
bacco ATAC  members  suggested  that  the  use  of  tlic  blending  legislation  as  an  obstacle  to 
market  access  negotiations  was  unjustified  because  some  trading  partners  do  not  produce 
tobacco  and  some  competing  suppliers  do  not  import  U.S.  tobacco. 

The  Tobacco  ATAC  appreciates  the  persistence  of  the  U.S.  Department  of  Agricul- 
ture and  the  Office  of  the  U.S.  Trade  Representative  in  achieving  a  successful  closure  to 
the  prolonged  Uruguay  Round  negotiations. 


r^espectfully  submitted, 

c — 


C^/  J.T.  Bunn,  Chairman" 

Agricultural  Technical  Advisory  Committee  for  Tobacco 
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J.  Thomas  Bunn 

Leaf  Tobacco  Exporters  Association 


N.  Leo  Daughtry 

Farmers  Tobacco  Warehouse 


J.  Loyd  Horton  III 

A.C.  Monk  &  Company,  Inc. 


William  B.  Jenkins 

North  Carolina  Farm  Bureau  Federation 


Ray  Mackey 
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Cigar  Association  of  America,  Inc. 
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Eleanor  Barger 
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Ken  Howland,  Executive  Secretary 
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STATEMENT  BEFORE  HOUSE  SUBCOMMITTEE 

ON  SPECIALTY  CROPS  AND  NATURAL  RESOURCES 

LUMBERTON,  NORTH  CAROLINA 

FEBRUARY  21,  1994 


Chairman  Rose,  on  behalf  of  Philip  Morris,  thank  you  for 
giving  us  this  opportunity  to  appear  before  you  today  to 
discuss  issues  vital  to  the  future  of  the  U.S.  tobacco 
industry . 

My  name  is  David  Milby,  and  I  am  Vice-President,  Leaf, 
for  Philip  Morris  U.S.A.,  the  domestic  tobacco  division  of 
Philip  Morris  Companies  Inc. 

First,  I'd  like  to  address  the  tobacco  provisions  of  the 
1993  Omnibus  Budget  Reconciliation  Act,  commonly  referred  to 
as  the  "75/25"  provisions,  sponsored  by  Chairman  Rose  and 
Senator  Wendell  Ford  of  Kentucky. 

Philip  Morris  supports  this  legislation  because  of  the 
need  to  bring  stability  to  the  domestic  tobacco  program  and 
ensure  long-term  viability  of  tobacco  production  in  the  U.S. 

Chairman  Rose  and  Senator  Ford  were  responsive  to 
concerns  from  tobacco-growing  constituents  in  crafting  and 
passing  this  legislation. 

In  addition  to  extending  to  imported  tobacco  assessments 
similar  to  those  imposed  on  the  marketing  of  domestic  leaf, 
this  legislation  imposes  penalties  on  domestic  cigarette 
manufacturers  who  use  more  than  2  5  percent  foreign  tobacco  m 
their  cigarettes  during  a  calendar  year. 

As  Senator  Ford  has  pointed  out,  this  does  not  set  a 
quota  on  imported  leaf,  nor  does  it  impose  a  tariff  on 
tobacco  imports.   It  also  does  not  require  that  any 
particular  brand  contain  any  specific  level  of  domestic 
tobacco  --  only  that  the  aggregate  use  of  foreign  tobacco  in 
the  production  of  cigarettes  in  a  calendar  year  not  exceed  25 
oercent . 
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The  legislation  also  extends  the  10  percent  floor  on 
quota  reductions  to  the  1994-1995  crops,  and  PM  also  supports 
this  provision  of  the  Act. 

Recently,  a  USDA  Preliminary  Regulatory  Impact  Analysis 
concluded  that  U.S.  cigarette  manufacturers  are  expected  to 
shift  cigarette  production  to  foreign-based  operations.   The 
USDA  report  concludes  that  this  shift  will  reduce  domestic 
production  9  percent  a  year  for  the  next  four  years,  for  a 
total  loss  of  11,000  jobs. 

Speaking  for  PM  USA,  which  is  responsible  for 
approximately  60  percent  of  all  U.S.  cigarette  exports,  Mr. 
Chairman,  we  have  no  plans  to  move  export  production  of 
cigarettes  offshore  to  avoid  the  75/25  requirements. 

Nor  do  we  understand  the  underlying  rationale  for  any 
significant  overseas  shift  in  production.   Ninety  percent  of 
all  cigarette  exports  are  premium  brands.   U.S.  tobacco  is 
the  backbone  of  these  premium  brands.   Philip  Morris  takes 
pride  in  "Made   in   the  USA,  "  and  will  protect  our  premium 
brands . 

Furthermore,  there  currently  is  an  excess  in  domestic 
cigarette  production  capacity  and  it  does  not  make  any 
economic  sense  to  move  cigarette  production  overseas. 

Let  me  also  add  that  PM  will  not  reduce  its  .traditional 
use  of  oriental  tobacco  in  response  to  the  75/25  provision. 
The  unique  flavor  contribution  Oriental  brings  to  our 
cigarette  blends  makes  its  continued  use  essential. 
Moreover,  it  was  clearly  the  intent  of  the  authors  of  the  law 
not  to  restrict  non-competitive  Oriental  leaf.   They  took 
into  account  historic  usage  of  Oriental  tobacco  by  the   U.S. 
cigarette  manufacturers  in  calculating  the  "75/25." 

Secondly,  Mr.  Chairma.n,  I'd  like  to  comment  on  recent 
foreign  trade  liberalization  and  its  ccte.ntial  effect  on  U.S. 
tobacco  and  cigarettes. 

Both  the  N.i.FTA  and  the  Uruguay  Round  offer  prospects  for 
increased  sales  of  .American  leaf  and  tobacco  products. 
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Although  it  will  be  several  years  before  we  see  any  real 
reduction  in  Mexican  tariffs,  it  is  our  hope  that  the 
progressive  reduction  of  duties  spelled  out  as  part  of  NAFTA 
will  eventually  mean  that  U.S.  leaf  and  cigarettes  will  enter 
Mexico  without  having  to  surmount  the  virtually  impenetrable 
barriers  that  exist  currently. 

Substantial  liberalization  will  also  result  from  the 
Uruguay  Round.   For  example,  the  European  Union  will  lower 
its  import  duties  for  unmanufactured  tobacco  by  20  percent, 
while  its  duties  for  manufactured  tobacco  will  be  reduced  by 
a  total  of  36  percent  over  six  annual  stages.   Similar 
reductions  in  import  duties  are  anticipated  in  almost  all 
current  markets. 

Parenthetically,  I  would  like  to  point  out  that  Philip 
Morris  is  the  largest  buyer  of  American  leaf  in  the  European 
Union. 

We  cannot,  as  yet,  perform  an  accurate  assessment  of  the 
overall  trade  potential  from  liberalization.   But  it  is 
reasonable  to  assume  that  those  of  us  involved  in  the  U.S. 
tobacco  industry  will  have  greatly  increased  opportunities  to 
export  both  American  leaf  and  cigarettes  in  the  future. 

We  are  well  aware  that  U.S.  tobacco  faces  excessive  fees 
and  tariffs  and  other  non-tariff  trade  barriers  that 
effectively  deny  market  access  by  U.S.  tobacco.   The  irony  of 
the  dispute  settlement  panel  recently  established  to  review 
the  GATT  legality  of  the  75/25  provisions  is  that  some  of  the 
leading  tobacco  exporting  countries  wi-h  the  most  restrictive 
access  to  their  markets  are  parties  to  the  challenge  to  the 
U.S.  law. 

Finally,  I  would  like  to  take  this  opportunity  to 
address  a  development  that  could  undermine  all  of  the 
potential  benefits  for  our  industry  created  by  the 
Reconciliation  Act  and  trade  liberalization. 

I  am  speaking  of  the  current  Administration  proposal  to 
increase  the  federal  excise  tax  on  tobacco  more  than  300 
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percent  --  from  24  to  99  cents  per  pack  --  to  fund  health 
care  reform. 

While  the  export  market  has  growth  potential  and 
importance  for  the  U.S.  industry,  the  domestic  market 
continues  to  be  the  foundation  for  PM's  long-term  success  and 
the  success  of  all  U.S.  tobacco  producers. 

Our  company's  president  and  CEO,  William  Campbell, 
recently  said  that  there  is  no  single  issue  more  important  to 
the  industry  than  this  proposed  tax  increase  on  our  products. 

If  enacted,  the  tax  could  cause  a  25-30  percent 
reduction  in  consumption,  leading  to  a  corresponding  negative 
economic  impact  that  would  be  felt  throughout  the  entire 
tobacco  chain  of  growers,  leaf  dealers,  manufacturers, 
wholesalers  and  retailers. 

This  proposal  has  created  great  uncertainty  within  the 
industry.   Such  uncertainty  makes  it  difficult  for  both 
growers  and  manufacturers  to  plan  for  the  future. 

Reduced  manufacturers'  buying  intentions  for  1994  flue- 
cured  and  burley  quotas  and  subsequent  quota  reductions  are  a 
direct  manifestation  of  this  uncertainty. 

If  there  was  ever  a  time  for  the  entire  industry  to  be 
united  behind  one  issue,  now  is  the  time. 

Mr.  Chairman,  we  look  to  you  to  continue  your  leadership 
and  provide  the  industry  guidance  in  Congress  as  we  oppose 
this  unfair  tax  on  our  products . 

For  our  part,  we  at  PM  are  committed  to  the  long-term 
future  of  the  U.S.  tobacco  industry,  and  to  a  continued 
partnership  with  U.S.  tobacco  growers. 

On  behalf  of  Philip  Morris,  thank  you  for  giving  us  this 
opportunity  to  express  our  concerns  to  you  directly  today. 

a    a    a 
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Statement  by  Agriculture  Commissioner  Jim  Graham  Before  Congressman  Rose's 
Domestic  Content  Hearing  in  Lumberton,  9:30  a.m.,  Monday,  Feb.  21,  1994. 

First,  I  want  to  commend  Congressman  Rose  for  his  leadership  in  holding  this 
hearing.    Hopefully,  the  testimony  given  here  will  help  this  committee  get  factual 
information  about  some  of  the  problems  in  the  tobacco  industry. 

I  do  not  have  to  tell  this  group  about  our  current  problems.    1993  was  not  a 
good  year  for  most  of  the  industry. 

Manufacturers  did  not  have  a  good  year.    Some  of  their  problems  were  self- 
inflicted.    The  generic  cigarette,  which  is  taking  an  ever  increasing  share  of  the 
market,  has  caused  both  domestic  and  export  profits  to  shrink. 

In  early  1993,  this  price  war  spilled  over  into  the  premium  brands.    Most 
domestic  manufacturers  showed  major  reductions  in  profits. 

Many  companies  cut  employment  substantially  and  announced  future 
reductions.   This  was  a  real  burden  on  workers  who  lost  their  jobs. 

Companies  also  started  looking  for  cheaper  sources  of  tobacco.    The  obvious 
way  to  cut  leaf  costs  was  to  import  more  tobacco,  and  a  lot  of  cheap  priced  leaf 
was  available. 

In  the  early  seventies,  less  than  5  percent  of  imported  burley  and  flue-cured 
tobacco  went  into  domestic  cigarettes.    This  figure  had  risen  to  over  10  percent  in 
1980.    Last  year,  the  average  was  above  30  percent.   This  is  the  average  of  both 
premium  and  generic  brands. 

Import  figures  are  even  more  revealing.   Total  imports  of  all  types  rose  from 
175  million  pounds  in  1985  to  555  million  in  1993. 

Imports  are  replacing  domestic  leaf  at  an  alarming  rate.   These  555  million 
pounds  represent  more  than  37  percent  of  the  combined  burley  and  flue-cured 
quota  for  1993. 

The  increase  in  imports  has  hurt  U.  S.  growers.    The  short  term  affect  was  a 
weak  market  in  1993-1994.  Flue-cured  stabilization  took  in  over  200  million 
pounds,  while  more  than  225  million  pounds  of  burley  went  under  loan. 

These  large  stocks  going  under  loan  coupled  with  sharply  reduced  domestic 
buying  intentions  caused  both  burley  and  flue-cured  quotas  to  be  cut  10  percent 
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for  1994.  Cuts  in  both  types  would  have  exceeded  30  percent  if  it  were  not  for 
the  law  limiting  the  cuts  to  10  percent  for  1994.  We  are  almost  certain  to  have 
major  quota  cuts  again  for  1995. 

As  a  result  of  this  tremendous  increase  in  imported  tobacco.  Congress  passed 
the  domestic  content  legislation  in  1993.  No  one  knows  at  this  point  exactly  how 
it  will  affect  the  industry. 

We  do  know  that  the  trend  in  imports  would  have  had  our  tobacco  growers 
growing  less  and  less  as  the  imported  leaf  replaced  our  tobacco.    We  need  to  give 
this  legislation  a  chance  to  work  before  we  scrap  it. 

I  also  wish  to  state  my  position  on  the  proposed  increases  in  tobacco  taxes.    I 
firmly  believe  that  Americans  want  and  will  demand  some  form  of  health  reform. 
Just  what  shape  it  will  take  and  how  fast  it  will  come  about  is  not  known. 

It  is  unfair  to  expect  one  simple  industry  to  bear  the  brunt  of  paying  for  these 
reforms.    I  have  written  the  President  and  our  entire  congressional  delegation 
expressing  my  concerns.    A  tax  increase  of  this  size  would  be  counter  productive. 
In  the  long  run,  it  would  actually  bring  in  less  taxes  and  would  devastate  North 
Carolina's  economy. 

One  briefcomment  about  the  proposed  closing  of  the  Oxford  Research 
Station.    This  research  facility  has  been  a  real  asset  to  the  entire  tobacco  industry. 
Without  the  research,  farmers  would  be  unable  to  compete  as  they  do  today. 
Funding  needs  to  be  found. 

In  closing,  let  me  again  thank  Congressman  Rose  and  his  committee  for 
having  this  hearing.   All  segments  of  this  industry  must  work  together  to  solve  this 
problem.    Just  remember  we  want  to  maintain  the  current  tobacco  program.    It  has 
served  us  well  for  over  50  years.    Amend  if  neccessary  -  but  keep  the  program  -  it 
is  the  only  way  our  tobacco  growers  can  survive. 


123 


-^ 


Tobacco  Growers  Association  of  North  Carolina,  Inc. 


February  21,1994 


Statement  by:      D  Keith  Parrish,  President 

Tobacco  Growers  Association  of  North  Carolina  ,  Inc. 

To:  Sub-Committee  on  Specialty  Crops  and  Natural  Resources,  Committee  on 
Agriculture,  U  S.  House  of  Representatives 


The  number  one  concern  for  tobacco  growers  is  the  threat  (or  reality)  of  Excise 
Taxes  Regardless  of  the  amount  of  Excise  Tax  increase,  regardless  of  the 
"purpose"  of  additional  taxes  in  any  form,  we  as  growers  of  tobacco  will  be 
harmed!  Our  product,  tobacco,  is  already  taxed  far  beyond  any  degree  of 
fairness.  Our  obligations  to  society  are  more  than  fulfilled  with  the  current  tax 
load  imposed  on  tobacco  Our  position  and  policy  of  TGANC  is  no  more  tobacco 
taxes  --  period. 

Beyond  the  tax  question,  it  is  time  for  us  to  put  our  "Tobacco  Priorities"  in  order: 

1 .  We  must  begin  to  stabilize  quota  now. 

2.  We  must  make  every  effort  to  enchance  exports. 

3.  The  cost  of  regulations  as  they  apply  to  grower  cost  and 
competitive  pncing  of  our  tobacco  in  the  world  market  can  be 
reduced. 

-  "Add  on  Cost"  to  industry  -  fees,  reporting,  and  inspections, 
add  cost  to  the  product. 

-  "Add  on  Cost"  at  the  auction  market  level  add  cost  to  both 
the  growers  and  buyers 

-  The  number  of  visits  by  growers  to  the  ASCS  and  SCS 
offices  can  be    reduced 

-  The  flexibility  in  Compliance  requirements  can  be  improved 

-  The  labor  laws  can  be  more  realistic 

4.  Re-establish  funding  for  market  promotion  funds  for  Tobacco 
Associates. 

5.  Develop  new  efficiencies  for  marketing  tobacco  (at  the  grower 
and  warehouse  level). 

6.  Retain  "budget"  funding  for  tobacco  research  in  ARS-USDA. 

The  1994  Resolutions  of  The  Tobacco  Growers  Association  of  North  Carolina 
further  outline  the  goals  and  positions  of  our  association.  These  resolutions  were 
presented  and  approved  at  our  Annual  Meeting  on  February  4,  1994.  A  copy  of 
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our  1994  Resolutions  is  included  as  a  part  of  our  statement.  We  call  special 
attention  to  those  resolutions  that  have  significance  at  the  federal  level: 
Resolution  #  1 .       Federal  Excise  Taxes 
Resolution  #  5       Tobacco  Research 
Resolution  #  6       Advertisement  of  tobacco  products 
Resolution  #  8.       Federal  unemployment  Insurance 
Resolution  #12.     Promotion  of  Exports 
Resolution  #  13.    Monitoring  of  the  75%  Flue-cured  and  Burley 

Content  Lavi^ 
Resolution  #  1 4     Changes  in  the  Tobacco  Reform  Act  of  1 986 
Resolution  #  16     The  sale  of  Quota 
Resolution  #  17.    The  combination  of  "owned"  farms  in  more 

than  one  County 
Resolution  #  18      Uniformity  in  intepretations  of  USDA-ASCS 

and  USDA-SCS  rules  by  County  Offices 
Resolution  #  1 9.     The  use  or  misuse  of  "Dealer  Cards" 
Resolution  #  20.     The  Environmental  Protection  Agency  - 

Pesticides 
Resolution  #  21 .     The  Environmental  Protection  Agency  -  ETS 

We  call  specific  attention  to  the  recent  announcement  that  the  USDA  Research 
Station  at  Oxford,  North  Carolina  vi^as  included  in  the  "Budget  Cuts"  of  USDA 
This  station  is  essential  to  our  future.  Research  must  continue  for  us  to  stay  on 
the  leading  edge  of  tobacco  production  in  the  world.  The  rationale  for  budget 
cuts  must  be  based  on  sound  economic  reasons  and  not  anti-tobacco  reasons. 
To  remove  tobacco  research  form  USDA  is  capricious,  discriminatory,  and 
without  sound  basis  as  the  legal  crop,  tobacco,  relates  to  both  the  agricultural 
economy  and  the  total  economy  of  the  U.  S. 

We  further  call  attention  to  the  current  proposal  to  add  yet  another  cost  to  export 
tobacco  in  the  form  of  an  additional  reporting  requirement  for  export  dealers. 
The  reporting  procedure  adopted  by  the  Bureau  of  Census  should  provide 
adequate  information  on  export  shipments  of  tobacco.  We  should  not  preclude 
the  desires  of  our  international  buyers  by  disclosing  their  blend  requirements. 
The  labeling  requirements  as  set  forth  by  the  buyer  as  to  crop  year  also  have 
basis  that  must  be  honored  if  we  want  the  business.  Most  importantly,  we  must 
treat  a  buyer  from  any  source  as  a  customer.  We  must  sell  to  the  customer  what 
he  wants  to  buy  and  we  must  be  flexible  to  his  terms  and  conditions,  again,  if  we 
want  the  business.  We  must  recognize  that  any  additional  cost  that  are  passed 
on  to  the  customer  simply  makes  us  even  more  -  less  competitive. 

In  summary,  after  taxes,  our  concern  as  growers  is  quota.  Price,  reserve  stocks, 
and  exports  are  the  critical  components  of  quota.  We  must  now  address  the 
impact  of  these  components  and  start  talking  about  the  future  5  years  down  the 
road.  We  can  take  advantage  of  world  conditions  if  we  really  want  more  of  the 
market  by  the  year  2000. 


Jy.  r\-^^^.Z>^  ^a-^T.'i.^^^y^ 


D.  Keith  Parrish 
President 

(Attachment  follows:) 
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Tobacco  Growers  Association  of  North  Carolina,  Inc. 


1994  Resolutions 
Approved  February  4,  1994 


We  believe  the  tobacco  program  to  be  essential  to  the  economy  and  well  being  of  the  people  of 
North  Carolina.  We  further  recognize  that  tobacco  plays  a  vital  role  in  the  American  economy.  In 
the  interest  of  preserving  a  strong  and  effective  program,  we  offer  the  following  resolutions: 

1.  We  oppose  any  increases  In  the  state  or  federal  excise  tax  on  tobacco  products.  We 
further  oppose  any  tax  on  tobacco  quota  by  municipal,  county,  or  state  governments. 

2.  We  support  passage  of  legislation  by  the  North  Carolina  General  Assembly  authorizing  North 
Carolina  tobacco  growers  to  vote  in  a  referendum  for  the  purpose  of  providing  financial  support 
to  the  Tobacco  Growers  Association  of  North  Carolina,  Inc. 

3.  We  encourage  the  entire  tobacco  industry  to  make  every  effort  to  ensure  the  enhancement  of 
the  integrity  and  image  of  U  S.  tobacco. 

4.  We  request  the  North  Carolina  General  Assembly  provide  adequate  support  for  the  N.C. 
Department  of  Agriculture,  for  the  Extension  and  Research  Budgets  of  the  N.C.  State  University, 
and  we  encourage  our  Board  of  Directors  to  work  towards  securing  those  funds. 

5.  We  are  concerned  that  essentially  no  new  funds  are  allocated  by  the  Agricultural 
Research  Service  of  USDA  for  tobacco  research.  We  believe  this  is  discriminatory  to 
tobacco  farmers  and  specifically  request  that  additional  funds  be  allocated  for  regional 
research  on  tobacco. 

6.  We  are  opposed  to  legislation  that  would  restrict  when  and  where  adults  choose  to 
smoke.  We  also  oppose  legislation  that  would  ban  the  advertising  of  tobacco  products  or 
prohibit  the  deduction  of  the  cost  of  advertising  as  a  legitimate  business  expense. 

7.  We  recommend  that  our  association  continue  to  publicize  the  economic  benefits  of  tobacco  to 
our  nation  in  terms  of  jobs  and  lax  revenue,  and  that  we  seek  to  expand  our  "My  Pleasure/My 
Choice"  campaign  throughout  our  nation  and  the  world. 

8.  We  oppose  legislation  requiring  fanners  to  carry  Federal  Unemployment  Insurance  and 
Workmans  Compensation  irregardless  of  payroll  size. 

9.  We  support  the  Plant  Industry  Division  of  the  North  Carolina  Department  of  Agriculture  in 
maintaining  its  "Apparent  Freedom"  status  of  enforcing  those  regulations  relative  to  requiring 
zero  (0)  tolerance  of  any  virus  on  any  agricultural,  horticultural,  floral,  or  nursery  plants 
imported  to  North  Carolina 

10.  We  recommend  that  the  North  Carolina  Department  of  Agriculture  be  the  sole  enforcing 
agency  for  the  Workmans  Protection  Standards  Regulations. 

11.  We  authorize  our  Board  of  Directors  to  work  with  the  Warehouse  Associations,  USDA-AMA, 
N.C.  State  University,  and  Purchasers  to  look  for  ways  of  improving  the  efficiency  of  our 
marketing  system. 
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12.  We  recognize  that  our  future  growth  in  tobacco  sales  lies  in  the  export  market. 
Therefore  we  support  Tobacco  Associates,  and  other  appropriate  groups,  in  their  efforts 
to  promote  U.S.  Flue-Cured  and  Burley  tobacco  exports. 

13.  We  recommend  efforts  be  made  to  determine  ways  and  means  to  enhance  tobacco 
exports.  Further  we  recommend  that  the  75%  U.  S.  Flue-Cured  and  Burley  Content  Law  be 
monitored,  and  further  recommend  that  federal  legislation  be  persued  if  in  fact  the  said 
law  is  having  or  will!  have  negative  impact  on  exports  of  manufactured  or  leaf  tobacco. 

14.  We  recommend  that  federal  legislation  be  sought  to  bring  about  the  following 
changes  in  theTobacco  Reform  Act  of  1986. 

A.  Permit  the  adjustment  of  flue-cured  poundage  assigned  to  each  acre  on 
an  individual  farm  basis  and  further  give  authority  to  County  ASCS 
Committees  to     make  said  adjustments  on  an  annual  basis. 

B.  Allow  the  fall  leasing  provisions  to  be  more  equitable  in  distribution  of 
unused  quota  by  adopting  the  following  rules: 

1.  The  producer  must  have  planted  a  minimum  of  80%  of  his  acreage 
allotment  or  an  amount    sufficient    to  normally  produce  his  quota. 

2.  The  producer  must  prove  that  his  loss  of  production  was  not  due  to  the 
lack  of  good  management,  and  his  loss  was  in  fact  beyond  his 
reasonable  control. 

3.  The  total  production  and  fall  leasing  combined,  cannot  exceed  100% 
of  the  effective  quota  for  the  producer  leasing  out. 

4.  All  applications  for  fall  leasing  be  reviewed  and  approved  (or 
disapproved)  by  the  County  ASCS  Committee. 

C.  Adjust  the  excess  production  provision  from103%  to  110% 

D.  Recommendations  B  and  C  are  not  recommended  without 
the  approval  of  Recommendation  A. 

15.  We  request  that  USDA-ASCS  measure  all  flue  cured  tobacco  acreage  and  require  growers  to 
destroy  excess  acreage  before  the  marketing  card  is  issued. 

16.  We  oppose  the  current  Interpretation  being  made  by  USDA-ASCS  that  prohibits  a 
farmer  who  has  purchased  quota  from  selling  any  quota  from  that  farm  until  3  years  has 
elapsed  since  the  last  quota  was  purchased.  We  believe  each  unit  of  quota  acquired  by  a 
farmer  should  stand  on  its  own  with  respect  to  the  time  limitation  on  resale. 

17.  We  recommend  that  regulations  be  sought  that  would  permit  parties  owning  farms  in 
one  or  more  counties  be  allowed  to  combine  farms  into  one  single  farming  unit,  provided 
the  farms  being  combined  have  been  owned  for  three  years  by  the  same  party.  If  any  part 
or  parcel  of  the  farms  in  combination  are  sold  that  would  reduce  the  open  land  to  less 
than  the  two  acres  open  land  for  one  acre  tobacco,  all  allotments,  quotas,  and  bases 
would  revert  back  to  the  county  from  which  it  originated  before  the  farms  were  combined. 

18.  We  request  that  the  USDA-ASCS  and  USDA-SCS  be  more  sensitive  to  the  need  for  a 
more  common  sense  approach  to  the  enforcement  of  rules  as  stated  in  the  Foods 
Securities  Act  of  1985,  i.e.  Sodbuster,  Wetlands,  and  Conservation  Compliance.  We 
further  request  that  said  rules  be  interpreted  uniformly  on  a  county  by  county  basis  and 
that  penalities  be  applied  on  an  individual  farm  basis. 
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19.  We  encourage  USDA-ASCS  to  require  "  Dealers"  to  maintain  and  fully  disclose 
records  of  purchases  and  sales  of  tobacco.  We  further  encourage  the  prosecution  of 
those  who  participate  in  the  mis-use  of  "Dealer  Cards",  and  we  recommend  the  collection 
of  outstanding  penalties  for  past  violations. 

20.  We  request  that  the  Environmental  Protection  Agency  refrain  from  acting  in  a 
discrimatory  manner  with  respect  to  the  approval  for  labeling  of  pesticides  for  use  on 
tobacco,  that  are  already  approved  for  use  on  other  crops. 

21.  In  that  the  recent  statement  of  conclusions  by  the  Environmental  Protection  Agency 
classifying  tobacco  smoke  as  a  group  A  carcinigan  has  resulted  in  investigations  within 
the  U.  S.  government  as  to  the  ways  and  means  by  which  said  conclusions  were  reached, 
we  applaud  and  support  the  legal  action  being  persued  in  Civil  Court  by  the  Flue-Cured 
Tobacco  Cooperative  Stabilization  Corporation,  the  Burley  Tobacco  Cooperatives,  and 
the  allied  tobacco  companies  to  bring  this  matter  to  a  favorable  conclusion  for  all 
tobacco  interest. 

22.  We  implore  all  tobacco  interest  and  tobacco  communities  to  come  together  with  commitment 
and  support  to  solve  the  issues  and  problems  thai  threaten  the  economic  contributions  of 
tobacco  to  our  state  and  our  nation. 
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Statement  of  the 

North  Carolina  Farm  Bureau  Federation 

to  the 

SUBCOMMITTEE  ON  SPECIALTY  CROPS 

AND  NATURAL  RESOURCES 

U.S.  HOUSE  OF  REPRESENTATIVES 

Mr.  Chairman  and  members  of  the  Subcommittee: 

I  am  Lloniel  Edwards,  a  member  of  the  staff  of  the  North  Carolina 
Farm  Bureau  Federation;  I  work  primarily  with  tobacco  issues.  On 
behalf  of  tobacco  farmers,  I  express  appreciation  to  you,  Mr. 
Chairman,  and  the  Subcommittee  for  your  interest  and  concern  in 
the  issues  before  us  today. 

Tn  your  letter  of  invitation  to  this  hearing,  you  listed  a  number 
of  Issues  of  particular  interest  to  the  Subcorajnittee,  including: 
the  Impact  of  NAFTA  and  QATT  agreements,  tobacco  imports,  and  the 
recently  enacted  Tobacco  Import  Limitation  Legislation  may  have 
on  the  tobacco  program.  You  also  requested  comments  on  the 
proposed  cigarette  excise  tax  increase.  My  comments  will 
concentrate  mainly  on  tobacco  imports  and  the  tax  increase  issue. 

As  you  are  aware,  the  American  Farm  Bureau  Federation  supported 
both  the  NAFTA  and  GATT  trade  packages,  as  did  the  North  Carolina 
Farm  Bureau  with  some  reservations.  On  the  matter  of  NAFTA,  we 
think  Lt  amounts  to  an  improvement  in  the  long  term  for  tobacco 
farmers  over  past  trade  policies  with  Canada  and  Mexico. 
However,  we  would  like  to  see  the  phase  out  period  for  the  50 
percent  Ad  Valorem  duty  on  U.S.  tobacco  entering  Mexico  reduced 
from  10  years  to  5  years.  A  5  year  phase  out  period  would  help 
U.S.   producers  maintain  parity  with  the  possible  increase  in 
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production  of  tobacco  and  tobacco  products  in  Mexico.  Any 
assistance  members  of  the  Subcommittee  can  offer  in  achieving  the 
reduction  of  this  phase  out  period  will  be  appreciated. 

On  the  matter  of  GATT,  we  understand  that  it  will  lead  to  more 
liberal  trade  policies.  I  use  the  word  liberal  rather  than  free 
trade  because  in  my  40  years  in  this  industry,  U.S.  tobacco 
farmers  have  never  experienced  free  trade.  The  doors  of  this 
county  have  been  wide  open  for  any  kind,  quality  or  price  of 
tobacco  to  enter,  but  when  it  came  to  selling  our  tobacco  and 
tobacco  products,  we  found  the  doors  to  many  countries  completely 
closed  or  only  very  slightly  open.  We  doubt  that  we  will  ever 
experience  completely  free  trade.  There  will  probably  always  be 
times  and  circumstances  that  some  trade  limitations  are 
justified.  Our  hope  is  that  through  this  GATT  agreement  U.S. 
tobacco  farmers  will  finally  experience  a  period  of  fair  trade  in 
the  world  of  tobacco  commerce. 

This  brings  us  to  tobacco  imports.  Brazil,  our  chief  flue-cured 
competitor,  increased  production  25  percent  in  1992,  plus  another 
5  percent  in  1993.  This  substantial  increase  in  Brazilian 
production  has  led  to  a  worldwide  oversupply  of  flue-cured 
tobacco.  This  unwise  decision  by  Brazilian  producers  not  only 
suppressed  prices  in  Brazil,  but  affected  demand  and  price  in 
every  other  tobacco  producing  county  in  the  world.  The  Flue- 
Cured  Tobacco  Cooperative  Stabilization  Corporation  received  206 
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million  pounds  or  21  percent  of  the  1993  crop.  The  burley  co-ops 
have  received  over  34  percent  of  the  '93  burley  crop. 

In  1989,  domestic  cigarette  producers  used  109  million  pounds  of 
imported  flue-cured  tobacco  in  the  production  of  695  billion 
cigarettes.  In  1992,  the  manufacturers  utilized  217.3  million 
pounds  of  flue-cured  imports  while  producing  702  billion 
cigarettes.  The  projected  use  of  imported  flue-cured  for  1993  ia 
near  300  million  pounds.  Left  unabated  this  upward  trend  was 
expected  to  continue.  Such  an  upward  trend  in  the  use  of 
imported  flue-cured  tobacco  spelled  absolute  disaster  for  U.S. 
tobacco  producers.  U.S.  producers  cannot  compete  dollar  for 
dollar  with  farmers  in  Brazil  and  Zimbabwe. 

The  above  outlined  situation  led  Congress  to  pass  the  Domestic 
Content  Law  which  requires  cigarette  manufacturers  to  use  75 
percent  U.S.  grown  tobacco  in  cigarettes  produced  in  the  U.S.  On 
behalf  of  the  North  Carolina- Farm  Bureau,  I  want  to  thank  the 
members  of  this  Subcommittee  for  their  efforts  in  enacting  this 
legislation.  If  the  use  of  imported  flue-cured  and  burley 
tobacco  had  been  allowed  to  continue  to  escalate,  producers  would 
have  faced  severe  declines  in  quota  and  much  higher  assessments. 
The  ultimate  result  would  have  been  thousands  of  farmers  forced 
off  their  land,  out  of  their  homes  and  away  from  their  way  of 
live. 
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There  are  members  of  the  farm  community  who  have  speculated  that 
this  law  will  cause  massive  movement  of  cigarette  production  to 
overseas  operations.  However,  according  to  recent  statements  by 
Mr.  William  Campbell,  President  and  CEO  of  Philip  Morris  USA, 
there  is  not  sufficient  manufacturing  capacity  at  overseas 
operations  to  accommodate  massive  movement  of  production  from  the 
U.S.  Mr.  Campbell  further  stated  that  it  would  not  be  cost 
effective  to  build  new  cigarette  manufacturing  plants  in  foreign 
countries  just  to  circumvent  this  law.  Also,  Mr,  Campbell  was 
very  forthright  in  stating  that  Philip  Morris  would  not  move 
operations  to  overseas  facilities  just  to  by-pass  the  Domestic 
Content  Law.  Philip  Morris  controls  60  percent  of  the  U.S. 
cigarette  export  market.  Mr.  Campbell  also  pointed  out  that  if  a 
firm  moved  it's  export  cigarette  operations  to  foreign  plants, 
the  same  amount  of  U.S.  tobacco  would  be  needed  to  maintain  the 
blend  as  had  been  used  in  the  U.S. 

Officials  of  some  cigarette  manufacturing  firms  have  stated  that 
the  Domestic  Content  Law  is  unreasonably  restrictive  in  their  use 
of  imported  flue-cured  and  burley  tobacco.  However,  in 
manufacturing  700  billion  cigarettes,  which  is  about  the  average 
preduction  over  the  past  few  years,  cigarette  firms  may  use 
approximately  90  million  pounds  of  imported  flue-cured  and  75 
million  pounds  of  Imported  burley  tobacco  under  this  law.  As 
stated  before,  in  1989,  only  109  million  pounds  of  imported  flue- 
cured  was  utilized  when  there  were  no  restrictions. 
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The  budget  that  the  President  recently  submitted  to  Congress 
contains  a  75  cents  per  pack  increase  in  the  cigarette  excise 
tax.  North  Carolina  Farm  Bureau  is  absolutely  opposed  to  such  a 
dramatic  increase  in  the  tax  on  cigarettes.  We  feel  that  it  is 
unfair  to  ask  one  segment  of  the  population  to  pay  for  health 
care  for  the  entire  nation.  It  is  our  hope  that  possibly  some 
members  of  this  Subcommittee  may  offer  aunendments  to  the  budget 
legislation  that  will  eliminate  or  at  least  reduce  the  proposed 
cigarette  tax  increase  to  a  figure  tobacco  farmers  can  live  with 
and  In  so  doing,  spread  the  cost  of  health  care  more  equitably 
across  the  population. 

Again,   I  appreciate  the  opportunity  to  appear  before  this 
distinguished  panel. 

Thank  you  very  much. 
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Slatcmcnt  by  Robert  M.C^aldwell 

I'cbruary  21,  1994 

(Congressman  Rose 

House  Subcommiltee  on  Speciality  Oops  and  Natural  Resources 


My  name  is  Robert  CCaldwcil,  and  I  represent  the  N.C.  State  Grange. 
The  Grange  is  our  state's  longest  serving,  general  farm  organization.  The 
Grange  has  been  active  in  North  Carolina  since  1929,  providing  a  voice  for 
agriculture  and  rural  concerns.    It  is  my  honor  to  be  here  today. 

Chairman  Rose,  on  behalf  of  the  Granges  in  your  district,  and  the 
thousands  of  people  involved  in  tobacco,  I  thank  you  for  holding  this 
hearing.  Tobacco  is  our  state's  number  one  cash  crop,  and  Robeson 
County  is  among  our  top  tobacco  producing  counties,  and  the  seventh 
Congressional  District  is  one  to  the  top  Tobacco  districts  in  our  nation. 
It  is  appropriate  that  such  a  meeting  as  this  be  held  in  Robeson  County. 

1  am  speaking  today  for  our  Grange  tobacco  fanners,  and  for  all  of 
our  members  who  understand  and  are  concerned  about  the  plight  of 
tobacco. 

I  will  speak  on  several  topics  which  the  Grange  feels  are  very 
important  to  Tobacco  an4  rural  North  Carolina. 
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Tobacco  is  an  economic  issue  for  the  Grange  and  for  our  state.  In 
1932,  l*'ranklin  Adams,  the  former  Vice  President  of  the  U.  S.  said,  in 
response  to  the  economic  crisis  facing  our  country  at  that  time,  "What  this 
country  needs  is  a  good  five  cent  cigar."  Today,  our  administration  sees 
tobacco  not  as  an  indicator  of  our  economy  but  rather  as  the  goose  that 
was  about  to  lay  a  golden  egg! 

In  a  TV  interview  last  year,  on  the  proposed  tobacco  tax  increase  to 
fund  health  care  reform,  I  said  that  "Asa  personal  matter  I  should  support 
taxes  on  tobacco,  bullets  and  alcohol  because  I  wouldn't  pay  any  of  those 
taxes,  but  just  don't  let  them  tax  banana  pudding!" 

I  was  trying  to  say  that  it  is  easy  to  get  support  for  a  tax  from  people 
who  won't  have  to  pay  the  tax.  With  the  majority  of  voters  as  non- 
smokers,  it  doesn't  take  much  of  a  political  analysis  to  figure  out  why  a 
tax  on  tobacco  is  popular,  especially  among  politicians.  As  long  as  you 
don't  tax  their  "banana  pudding",  you  can  have  their  support. 

The  hope  of  the  Grange  is  that  Congress  and  the  President  will 
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follow  a  sound  principle: 

"Don't  give  up  the  leadership  to  those  who  oppose  something  without  first 
understanding  their  biases."  Those  of  us  in  tobacco,  and  agriculture  must 
work  together  for  the  good  of  tobacco  and  all  of  agriculture,  rather  than 
turning  the  solutions  over  to  those  who  would  do  not  understand  the 
economics  of  tobacco,  and  would  destroy  it. 

Those  who  support  a  tax  tobacco  seem  to  have  forgotten  that  the  tax 
is  really  on  the  user,  not  the  crop  itself.  A  tobacco  tax  is  a  highly 
regressive  tax,  and  it  is  self  destructive!  Taxes  such  as  are  proposed  on 
tobacco  are  not  fair;  they  do  not  follow  the  sound  principle  of  taxing  on 
the  ability  to  pay.  A  tobacco  tax  will  fall  hardest  on  the  poor  and  it's 
impact  will  eventually  be  felt  across  our  state. 

The  amount  of  any  tax,  and  the  method  of  levying  it  determine  it's 
impact  on  the  product,  whatever  that  may  be.  In  the  case  of  tobacco,  if 
will  result  in  the  continued  decline  of  demand  for  U.  S.  tobacco.  As  the 
demand  for  U.  S.  tobacco  declines,  our  state's  economy  will  also  suffer. 

The  speed  of  the  decline  of  the  U.  S.  tobacco  industry  will  determine 
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how  fast  President  (Clinton  and  (rongrcss  will  have  to  come  back  to  the 
very  people  who  have  supported  a  tobacco  tax  to  fund  Health  care 
Reform,  seeking  new  ways  to  fmance  health  care  reform,  and  "banana 
pudding"  could  be  next!  You  can  be  watch  as  the  tobacco  tax  revenue  will 
initially  increase  following  any  increase  in  the  rate,  but  will  ultimately 
decline  with  the  proposed  tax  increases  on  tobacco  products.  Not  only 
will  our  federal  (lovernmcnt  feel  that  loss,  but  state  governments  will 
also,  as  will  counties  where  tobacco  land  is  taxed  at  a  higher  value  for  ad 
valorem  purposes,  based  on  it's  income  potential. 

An  increased  tax  on  tobacco  will  not  be  healthy  for  our  state  or 
nation. 

The  majority  of  voters,  who  are  looking  for  a  way  for  you  to  raise 
tax  revenues  that  they  will  not  have  to  pay,  see  a  tobacco  tax  as  the  way, 
but  they  fail  to  see  that  this  is  it  for  only  a  short  while.  They  don't  want 
to  pay  any  additional  taxes  themselves  but  they  are  very  willing  for 
(Congress  to  pass  a  tx  onto  the  backs  of  someone  else.  Don't  get  caught  in 
that  trap. 

If  the  Presidents  Health  care  Reform  package  goes  through,  and  he 
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has  a  good  track  record  thus  far,  he  and  (A)ngrcss  will  see  them  dry  up  as 
the  legal  use  of  tobacco  products  declines.  (!!anada  is  facing  that  reality 
right  now  as  the  sale  of  Canadian  taxed  tobacco  products  has  drastically 
fallen. 


The  Grange  opposes  any  tax  increase  on  tobacco  products.  We 
support  finding  equitable  ways  to  raise  tax  revenues,  rather  than  on  the 
backs  of  users  of  tobacco,  or  any  product. 


h:PA  -  Creditable  or  Not? 


The  State  Grange  adopted  a  resolution  at  our  '93  State  Convention 
supporting  efforts  to  bring  to  light  the  EPA  studies  that  resulted  in  the 
ERA'S  statement  classifying  ETS  as  a  Class  A  Carcinogen. 

From  my  readings,  including  former  Surgeon  General  Keep's  report 
on  ETS,  1  do  not  find  scientific  evidence  to  support  their  conclusion. 

It  seems  that  the  anti-tobacco  coalitions  saw  their  opportunity  to 


139 

build  a  network  of  support  against  tobacco,  and  the  EPA  jumped  in!  Not 
only  have  they  succeeded  in  building  a  strong  movement  against  tobacco, 
they  have  all  but  made  cigarette  smokers  second  class  citizens.  I 
understand  why  it  is  reported  that  smokers  have  more  bronchial  problems, 
if  they  do,  when  you  see  men  and  women  standing  out  in  the  cold  to 
smoke. 

As  we  read  about  Bosnia,  a  people  who  got  along  well  among 
themselves  for  centuries  and  now  find  themselves  as  mortal  enemies,  it 
seems  like  a  similar  split  has  occurred  in  our  country  over  the  smoking 
issue. 

Is  tobacco  harmful?  I  would  never  suggest  there  is  anything  healthy 
about  smoking. 

Is  linvironmental  Tobacco  Smoke  harmful?  I  don't  believe  ETS  is 
as  harmful  as  the  EPA  has  stated.  I  do  know  it  can  be  an  irritant  to  some, 
but  rating  it  as  a  Class  A  Carcinogen?!  Cigarette  smoking,  like  so 

many  other  individual  choices,  is  best  left  to  the  individuals,  not  the 
I'edcral  (jovemment 

As  for  those  who  do  not  smoke,  and. who  feel  they  are  being  imposed 
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on  by  smokers,  let's  find  the  true  answer  to  the  smoking  issue,  based  on 
good  science,  rather  than  what  I  see  as  "smoke  and  Mirrors".  Let's  go 
back  to  the  days  when  smokers  and  non  smokers  got  along  well.  This 
would  be  a  better  world  if  we  followed  the  Biblical  principle,  in  all  of  our 
activities,  of  "Do  unto  others  as  you  would  have  them  do  unto  you.". 
Treat  each  other  kindly! 

On  behalf  of  the  Grange  tobacco  growers  and  users  and  those 
concerned  about  the  questions  raised  by  I'PA,  1  hope  that  you. 
Congressman  Rose,  and  your  colleagues  will  help  us  get  all  of  the  answers 
on  the  EPA  report. 

Let's  actually  see  the  science  that  led  to  the  RPA  conclusions. 

Let's  understand  the  rationale  of  the  I'PA  in  releasing  the  report  on 
tobacco  while  sitting  on  other  reports  that  I  understand  are  much  more 

conclusive. 

Help  us  have  access  to  and  determine  the  accuracy  of  their 
allegations  against  tobacco  to  be  sure  they  are  not  just  part  of  the  attack 
on  tobacco. 
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Last  summer  Congress  passed  legislation  to  limit  the  content  of  all 
cigarettes  manufactured  in  the  U.  S.  to  a  maximum  of  25%  foreign 
tobacco.  From  the  reports  we  have  seen,  most  U.  S.  blends  contain 
already  contained  about  1 5%  Oriental  tobacco  that  is  not  grown  in  the  U. 
S. 

Last  summer,  when  the  debate  began,  I  wrote  on  July  16  and  again 
on  July  30  pointing  out  that  jobs  were  a  major  campaign  issue  in  last 
year's  elections  and  we  did  not  want  to  cause  the  manufacturing  process 
to  go  offshore,  costing  our  nation  valuable  jobs. 

The  Grange  was  concerned  that  the  content  law  at  "75%"  might  not 
accomplish  the  economic  goals  of  the  President  nor  work  well  for  tobacco, 
on  the  long  term.  We  recognized  that  on  the  short  run  the  75%  law  could 
have  a  positive  impact,  but  now  I'm  not  even  sure  about  that!? 

The  Grange  felt  it  could  support  a  60%  U.S.  content  law  for  export 
cigarettes,  if  a  content  law  was  needed  at  all.  It  was  our  rationale  that  60% 
of  the  85%  would  have  the  majority  of  tobacco  in  cigarettes  manufactured 
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in  the  U.  S.  being  made  with  U.S.  tobacco.  This  seemed  more  acceptable, 
and  might  not  force  the  manufacturing  to  grow  their  export  processing  out 
of  the  country. 

The  export  market  is  very  sensitive,  I  am  told.  Anything  that 
increase  the  price  can  result  in  a  decrease  in  sales.  The  export  market  has 
been  our  only  positive,  growing  market.  Wc  didn't  want  to  lose  that 
export  market,  we  need  to  increase  exports! 

I  am  concerned  if  the  Domestic  (Content  law,  at  any  level,  is  GATT 
and/or  NAFTA  legal?  It  seems  to  mc  that  it  may  not  be.  I  guess  we  will 
have  to  wait  and  see  what  develops. 

Under  the  current  content  law,  the  (irange  is  concerned  that  more 
cigarettes  will  be  produced  outside  the  U.S.,  costing  us  not  only  lost 
tobacco  leaf  sales  but  also  jobs.  Big  business  make  decisions  based  on 
their  bottom  line,  for  the  best  interest  of  their  stockholders. 

The  only  reason  foreign  tobacco  was  being  used  in  cigarettes  is  cost 
of  the  product,  and  increased  profits  for  stockholders.  Cheap  tobacco  is 
what  the  decision  was  all  about.  It  is  pure  economics.  It  is  not  a 
conspiracy   against   the   U.    S.   grower   for   I   find   the  manufacturers 
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supportive  of  our  domestic  tobacco,  except  for  the  cost. 

We  have  just  heard  from  Philip  Morris,  and  their  public  support  of 
U.S.  tobacco.  They  know  that  our  farmers  provide  the  best  quality  and 
most  reliable  quantity.  None  of  our  manufacturers  want  to  lose  either  of 
those  important  ingredients. 

I'he  growth  of  generics,  low  priced  cigarettes,  and  price  cutting  led 
to  the  demand  for  cheaper  tobacco.  Manufacturers  found  a  way  to  meet 
their  need,  and  ,  now  U.S.  growers  must  supply  those  needs  or  lose  that 
market. 

Grange  policy  calls  for  the  USPA  to  monitor  the  content  law  to 
ascertain  it's  impact  on  the  U.  S.  tobacco  industry.  I  hope  you  will  have 
then  do  this,  and  if  the  USDA  finds  that  is  law  is  working  well  for  both 
grower  and  manufacturer,  CjRMA  T;  If  the  law  is  not  working  well,  then 
let's  be  prepared  to  fine  tune  the  law  to  protect  tobacco,  and  our  economy. 


Other  Concerns 
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The  Grange  calls  for  a  study  to  determine  the  impact  of  the  lease 
and/or  sale  of  tobacco  allotments  across  county  lines.  The  cost  of  leasing 
is  a  major  factor  in  the  production  cost  of  tobacco.  If  we  are  able  to 
reduce  the  costs  to  the  grower,  we  can  sell  cheaper,  and  keep  a  fair  profit 
for  the  growers.  The  Grange  would  want  very  careful  controls  on  any 
decisions  that  allows  the  lease  or  sale  over  county  lines.  We  would  first  of 
all  want  the  growers  to  vote  in  a  referendum  in  counties  that  might  be 
affected. 

Diversification  is  always  suggested  to  tobacco  growers  by  those 
outside  of  our  industry.  But,  what  they  seem  to  not  understand  is  that 
tobacco  growers  have  already  diversified.  Tobacco  is  only  20%  of  our 
state's  gross  farm  income  compared  to  nearly  50%  a  few  years  back.  If 
tobacco  growers  are  to  diversify,  what  would  we  recommend  they  grow 
that  is  not  already  being  grown  in  excess?  What  can  replace  the  income 
from  tobacco  for  the  farmer? 


The  only  alternative  that  I  see  for  tobacco  is  tobacco! 
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Reducing  the  cost  oF  growing  tobacco  is  another  issue  that  must  be 
studied.  The  cost  of  production  can  be  reduced,  especially  for  lower 
qualities  that  arc  being  bought  over  seas,  by  new  methods.  We  need  to 
find  ways  to  meet  that  market  demand  for  U.  S.  growers.  Filler  types  of 
tobacco  are  imported  because  of  cost;  I  believe  this  can  be  grown  here,  but 
it  will  require  changes  in  our  tobacco  program.  We  might  need  a  two- 
tiered  program,  Wc  would  continue  our  basic  quota/support  system  to 
provide  the  quality  tobacco  our  manufacturers  expect  from  U.S.  growers. 
A  second  tier  would  permit  the  growing  and  sale  of  lesser  quality  to  meet 
the  demand  for  low  cost  tobacco.  This  would  be  based  on  a  percentage  of 
the  first  tier,  and  the  tobacco  being  sold  either  at  market  or  on  a  greatly 
reduced  support  price. 

Ihc  Ci  range  feels  we  need  to  study  this  issue,  and  be  ready  to  act  if 
necessary  to  protect  the  income  of  our  growers. 

Manufacturers  will  eventually  produce  cigarettes  over  seas  with  non- 
U.  S  tobacco  or  they  will  producer  the  cigarettes  here,  with  both  our 
quality  and  filler  types.   We  need  to  study  this  issue  together. 
No  one  has  the  correct  formula  at  this  time,  but  together  we  can  develop 
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such  a  program  that  I  believe  will  help  our  growers  on  the  long  run. 

Another  issue  that  needs  your  help  Congressman  Rose,  and  I  know 
you  have  already  gone  to  bat  for  this,  is  restoration  of  the  Market 
Promotion  Plan  funds,  formerly  TEA  funds.  I  understand  that  USDA 
might  be  looking  at  no  releasing  funds  that  have  already  been  allocated  for 
Tobacco  Associates,  the  export  arm  of  U.S.  tobacco.  The  dollars  spent  in 
this  program  in  the  past  have  resulted  in  the  most  return  in  sales  for  our 
country.  To  hold  these  back  seems  illegal!  We  also  need  to  find  a  way  to 
restore  new  monies  for  Tobacco  Associates,  to  help  with  our  balance  of 
trade. 

Mr  Chairman,  and  members  of  this  Committee,  I  again  thank  you 
for  coming  here  and  giving  all  of  us  an  opportunity  to  express  the  concerns 
as  we  see  them  regarding  tobacco  and  it's  impact  on  rural  North  Carolina. 
If  we  don't  make  plans  for  our  tobacco  industry,  we  stand  to  lose  it,  at 
least  as  we  have  known  it. 

I  feel  encouraged  that  as  we  leave  here,  we  are  closer  to  agreeing  to 
work  together  to  find  solutions  for  the  good  of  the  growers,  and  our 


147 

industry. 

We  can  no  longer  count  on  the  tobacco  state  Congressman  to  carry 
this  load  alone.  With  only  37  Congressmen  who  represent  tobacco 
regions,  we  must  rebuild  our  Agricultural  Coalitions.  When  agriculture 
had  it's  most  cfTcctivc  voices  in  Congress,  all  of  agriculture  worked 
together.  By  bringing  our  swine,  and  dairy,  and  grain,  all  of  the  various 
segments  of  agriculture  back  together,  wc  can  restore  our  voice. 

I  support  the  commodity  organizations,  but  I  recognize  the  greater 
need  to  bring  them  together,  each  maintaining  their  independence,  for  the 
good  of  the  farmer  and  rural  America! 

The  Grange  looks  forward  to  working  with  you.  Congressman  Rose, 
and  to  being  a  part  of  the  solutions  for  the  good  of  the  people  and  this 
crop. 
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STATEMENT  OF  BRUCE  L.  FLYE,  PRESIDENT 
FLUE-CURED  TOBACCO  COOPERATIVE  STABILIZATION   CORPORATION 
TO  THE  SUBCOMMITTEE  ON  SPECIALTY  CROPS  AND  NATURAL  RESOURCES 
LUMBERTON,  NORTH  CAROLINA 
FEBRUARY  21,  1994 

There  is  much  concern  over  the  future  of  tobacco  production  and  cigarette  manufacturing  in 
the  United  States.  I  appreciate  the  opportunity  today  to  address  some  of  the  issues  causing 
concern. 

Flue-Cured  Stabilization  stocks  consist  of  1990-1993  crops  of  fine  tobacco  that  is  reasonably 
priced.  Total  Stabilization  stocks  on  January  1,  1994  was  317  million  pounds.   It  is  possible 
that  Stabilization  could  sell  some  of  these  stocks  to  meet  an  estimated  shortfall  in  1993 
manufacturer  purchase  intentions  and,  if  a  more  optimistic  view  develops  on  the  cigarette 
excise  tax  threat,  even  more  demand  could  develop. 

The  1994  flue-cured  assessment  is  set  at  $.03  per  pound  for  the  grower  and  $.05  per  pound 
for  the  purchaser.  A  higher  assessment  on  the  purchaser  could  have  redirected  export 
demand  to  our  foreign  competitors.  The  implementation  of  the  Domestic  Content  Law  into 
U.S.  cigarette  production  will  stabilize  quotas,  thus  having  a  positive  effect  on  future 
assessments. 

The  1994  flue-cured  quota  reduction  of  44%,  dictated  by  the  existing  formula,  but  limited  to 
10  %  by  the  Domestic  Content  Law,  was  probably  influenced  by  some  of  the  following 
factors: 

1.  296  million  pounds  of  flue-cured  tobacco  imports  during  1993. 

2.  President  Clinton's  proposal  of  a  $.75  per  pack  cigarette  excise  tax  increase. 

3.  The  possibility  of  stockpiling  manufactured  cigarettes  containing  a  high  percentage 

of  foreign  tobacco  before  the  January  1,  1994,  implementation  of  the  Domestic  Content 
Law. 

4.  Domestic  manufacturers  having  no  incentive  to  submit  realistic  purchase  intentions 
with  the  10%  quota  reduction  floor  in  place. 

Some  sources  have  projected  a  40%  reduction  for  the  1995  flue-cured  quota.  Several 
assumptions  were  made  in  order  to  reach  this  conclusion  including: 

1.  Ample  manufacturer  stocks  of  domestic  flue-cured  tobacco. 

2.  The  implementation  of  a  $.75  per  pack  cigarette  excise  tax  increase. 

3.  A  sharp  decline  in  the  domestic  consumption  of  cigarettes. 

4.  A  sharp  decline  in  cigarette  and  leaf  exports. 

The  same  sources,  however,  project  a  quota  increase  of  40%  for  1996.  This  dramatic  shift  in 
flue-cured  quota  is  mostly  due  to  an  assumed  huge  reserve  stock  adjustment.  In  view  of  this, 
perhaps  we  should  consider  an  extension  of  the  law  limiting  the  quota  reduction  for  1995  and 
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subsequent  years  to  10%  with  no  waiver  by  the  Secretary  of  Agriculture.  The  entire  tobacco 
industry  cannot  afford  to  allow  tobacco  production  and  grower  income  to  become  unstable. 

The  Domestic  Content  Law  was  the  result  of  the  rapid  escalation  of  foreign  tobacco  imports 
being  used  in  cigarette  production.  Stabilization  hosted  23  meetings  from  April,  1992  to 
April,  1993  with  tobacco  state  organizations  and  buying  Interests.  No  solutions  came  out  of 
these  meetings  to  overcome  the  import  problem.  A  quota  reduction  of  44%  for  1994  is  only 
one  consequence  growers  would  have  faced  without  enactment  of  the  Domestic  Content 
Law.  All  parties  agreed  that  something  had  to  be  done  about  tobacco  imports.  Not  all  parlies 
agreed  that  the  Domestic  Content  Law  was  the  right  solution,  but  something  had  to  be  done. 

As  a  result  of  the  recently  enacted  Domestic  Content  Law,  some  domestic  manufacturers 
have  said  they  may  be  forced  to  move  some  of  their  exported  cigarette  manufacturing 
operations  to  foreign  countries  in  order  to  remain  competitive.  Some  cigarette  manufacturing 
may  indeed  move  off  shore;  however,  it  is  doubtful  a  significant  quantity  will  move  due  to  the 
cost  of  the  tobacco.  Consider  the  following  items  that  influence  the  manufacturing  costs  of 
cigarettes  domestically  and  internationally: 

1.  In  1980  premium  brand  average  wholesale  price  per  1000  cigarettes  was  $17.05.  In 
March  1993  premium  brand  average  wholesale  price  was  $73.60  (see  attachment  A). 
The  prices  paid  to  tobacco  farmers  from  1980  to  1993  reflect  no  real  increase  (see 
attachment  B).  The  increase  in  wholesale  cigarette  prices  over  this  period  of  time 
cannot  be  attributed  to  the  cost  of  tobacco. 

2.  About  5%  of  the  price  of  cigarettes  is  raw  tobacco,  95%  of  the  price  is  capital 
investment,  labor,  manufacturing,  advertising  and  profits.   In  the  multi-billion  dollar 
cigarette  industry,  the  cost  of  tobacco  plays  a  relatively  minor  role  in  the  cost  of 
manufacturing  cigarettes. 

3.  In  some  cases,  opportunities  for  foreign  cigarette  market  access  are  tied  directly  to 
employing  the  local  work  force  and  foreign  capital  investment  in  acquiring  total  or 
partial  ownership  in  existing  facilities. 

4.  Some  trade  practices  may  be  designed  to  increase  foreign  investment  such  as 
Russia's  recent  increase  in  cigarette  import  duties  from  50%  to  100%. 

5.  The  stability  of  the  U.S.  economy  and  government  offers  assurance  that  U.S.  cigarette 
manufacturers'  capital  investments  will  remain  secure. 

6.  In  some  markets,  cigarettes  carrying  the  label  manufactured  in  the  USA  have  a 
distinct  market  advantage. 

7.  The  largest  U.S.  exporter  of  cigarettes  has  made  a  commitment  to  continue  to 
manufacture  currently  exported  cigarettes  in  the  U.S. 

The  entire  tobacco  industry  should  give  the  Domestic  Content  Law  a  chance  to  work.  It  will 
insure  continued  economic  viability  for  tobacco  farmers  as  far  as  domestic  cigarette 
production  is  concerned.  Now  that  the  Domestic  Content  Law  is  in  effect,  we  can  make  the 
following  assumptions:  there  should  be  an  increase  in  domestic  tobacco  usage  for 
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manufacturing  cigarettes  by  as  much  as  150  million  pounds  in  1994  or  1995  and  an 
increase  in  manufacturer  purchase  intentions  for  1995  and  1996. 

We  now  must  devote  our  efforts  to  becoming  more  competitive  in  the  world  tobacco  market.  It 
is  possible  for  us  to  become  more  competitive.  To  do  this  we  must  be  willing  to  closely 
scrutinize  our  production  and  marketing  systems.  We  must  be  willing  to  keep  an  open  mind. 
This  is  the  only  way  we  can  retain  and  increase  our  share  of  the  expanding  world  demand  for 
tobacco  products.  We  must  invest  in  our  future.  This  investment  must  be  in  the  form  of 
continued  and  expanded  tobacco  research. 

Mr.  Chairman,  concerning  the  importance  that  research  plays  in  the  future  of  the  U.S.  tobacco 
industry,  it  is  my  understanding  that  the  United  States  Department  of  Agriculture  has 
proposed  discontinuing  funding  for  tobacco  production  related  research.  This  will  lead  to  the 
closing  of  valuable  research  facilities  in  Oxford,  NC  and  Lexington,  KY.  We  cannot  allow  this 
to  happen.  Tobacco  farmers  are  now  financing  a  significant  portion  of  tobacco  related 
research,  but  are  in  no  position  to  fund  all  tobacco  research.  Tobacco  farmers  are  law 
abiding  taxpayers  and  are  rightfully  due  the  same  treatment  given  to  all  producers  of  legally 
grown  crops.  In  the  final  analysis,  the  future  of  U.S.  tobacco  production  will  be  determined  by 
how  successful  we  are  in  expanding  our  tobacco  research  and  technology. 

Pragmatically  speaking,  the  world-wide  demand  for  tobacco  products  is  increasing  despite  of 
the  efforts  of  anti-tobacco  forces.  This  increased  demand  will  be  satisfied.  It  is  only  good 
business  that  the  entire  U.S.  tobacco  industry  try  to  take  advantage  of  this  opportunity. 

Again,  I  thank  you  for  opportunity  to  include  this  statement  into  the  testimony  given  today. 

(Attachments  follow:) 
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Attachment      B 


BASIC  QUOTA,  MARKET  AVERAGE  AND  PRICE 
SUPPORT  AVERAGE  1980  -  1993 


YEAR 

BASIC  QUOTA 

SyPPQRT  PRICE 

MARKET  AYQ, 

1980 

1,094.4 

141.5 

144.5 

1981 

1,012.9 

158.7 

166.4 

1982 

1,013.0 

169.9 

178.5 

1983 

910.5 

169.9 

177.9 

1984 

804.3 

169.9 

180.9 

1985 

775.0 

139.9 

146.8 

1986 

728.5 

143.8 

152.3 

1987 

707.0 

143.5 

158.6 

1988 

754.3 

144.2 

161.2 

1989 

890.5 

146.8 

167.4 

1990 

877.7 

148.8 

167.1 

1991 

877.6 

152.8 

172.5 

1992 

891.8 

156.0 

172.7 

1993 

891.8 

157.7 

168.8 

*    Effective  support  price  and  market  average 
because  of  250  rebate 
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